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PREFACE
This publication is the ninth in a series produced by the Institute’s Technical Research
Division through use of the Institute’s National Automated Accounting Research System
(NAARS). The first eight publications in the series are:
• Illustrations of Accounting Policy Disclosure
A survey of applications of APB Opinion No. 22
• Illustrations of Reporting Accounting Changes
A survey of reporting under APB Opinion No. 20
• Illustrations of Reporting the Results of Operations
A survey of applications of APB Opinion No. 30
• Illustrations of Interperiod Tax Allocation
A survey of applications of APB Opinion Nos. 11, 23, 24, 25, and SEC Release No. 149.
• Illustrations of the Statement of Changes in Financial Position
A survey of Reporting under APB Opinion No. 19
• Illustrations of The Summary of Operations and Related Management
Discussion and Analysis
A survey of the Application of Rules 14a-3 and 14c-3 of the
Securities Exchange Act of 1934 in annual reports to stockholders
• Illustrations of Departures from the Auditor’s Standard Report
A survey of the application of Statement on Auditing Standards No. 2
• Illustrations of the Disclosure of Related Party Transactions
It is the division’s intention to periodically publish similar compilations of information of
current interest dealing with aspects of financial reporting.
The examples presented were selected from over six thousand annual reports stored in the
NAARS computer data base.
The views expressed are solely those of the staff of the Technical Research Division.
William C. Bruschi
Vice President-Research & Review
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I
SCOPE AND PURPOSE OF THE SURVEY

DESCRIPTION OF THE RULES
“Subsequent events” are defined by Section 560 of Statement on Auditing Standards No. 1 as
events or transactions that occur subsequent to the balance-sheet date but prior to the issuance of
the financial statements and auditor’s report and that have a material effect on the financial
statements, and therefore require adjustment or disclosure in the statements. Subsequent events
are of two types, each of which requires different treatment in the financial statements.
The first type consists of those events that provide additional evidence of conditions that
existed at the balance-sheet date and affect the estimates inherent in the process of preparing the
financial statements for the period ending on that date. The financial statements are to be ad
justed for any changes in estimates resulting from the use of evidence provided by that type of
event.
The second type consists of those events that provide evidence of conditions that did not exist
at the balance-sheet date but arose subsequent to that date. The financial statements covering the
period ending on that date are not to be adjusted for subsequent events of the second type, but
disclosure of the event is to be made if necessary to keep the financial statements from being
misleading.
For extremely significant events of the second type, the financial statements are to be
supplemented with pro forma financial data or statements that give effect to the event as if it had
occurred on the balance-sheet date. If needed, an explanatory paragraph directing the reader’s
attention to the event and its effects is permitted by Section 560 for inclusion in the auditor’s
report. However, no reference to the event is to be made in the opinion paragraph of the report
(Section 545.03).
Section 560 of SAS No. 1 gives examples of events of each of the two types, and suggests
audit procedures to be applied after the balance-sheet date to detect their occurrence. Section 560
is reproduced in Appendix A of this survey.
Subsequent events that occur after completion of the field work but before issuance of the
audit report complicate the dating of the report. Section 530 of SAS No. 1 discusses two methods
of dating in those circumstances and also discusses the impact of subsequent events on the dating
of reissued reports. Section 530 is reproduced in Appendix B of this survey.
1

SOURCE OF ILLUSTRATIONS
Considerable judgment is needed to identify subsequent events and to measure and disclose
them appropriately in accordance with Section 560 of SAS No. 1. An accountant who is confronted
with problems in applying Section 560 can benefit from learning how other accountants are
applying it in practice. Accordingly, this publication presents 220 excerpts from recently pub
lished financial statements that illustrate application of the Section.
The AICPA National Automated Accounting Research System (NAARS) was used to com
pile the information. The examples presented were selected from the published financial state
ments of more than 6,000 companies stored in the computer data base.
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I
SUBSEQUENT EVENTS RESULTING IN ADJUSTMENT
OF THE FINANCIAL STATEMENTS

Twenty-three examples are presented of the disclosure of subsequent events that resulted in
adjustment of the financial statements covering the period ending before the occurrence of the
event. The examples are classified according to the type of event that resulted in adjustment.
Several of the examples refer to a decision made after the balance-sheet date to discontinue
certain operations of the enterprise. Accounting Principles Board Opinion No. 30, “Reporting the
Results of Operations,” approves adjustment of the financial statements for subsequent discon
tinuance of operations if “the expected loss provides evidence of conditions that existed at the date
of such statements and affects estimates inherent in the process of preparing them” (footnote 5,
paragraph 15).
ANTI-TRUST LITIGATION
THE FLINTKOTE COMPANY
Prior Years Adjustment and Contingencies
In January 1975, the Company pleaded nolo contendere to an indictment brought in December
1973 against the Company and certain other major manufacturers of gypsum products alleging viola
tions of the Sherman Act in the sale of gypsum wallboard. The Company previously settled, in 1973, a
number of civil antitrust suits brought against the Company and other major manufacturers of gyp
sum products. Accordingly, earnings reinvested in the business for prior years were reduced net of
the related tax benefit. The Internal Revenue Service may contend that, by virtue of the nolo
contendere plea, the Company is not entitled to all of the deduction taken in respect of the settlement
of these civil suits. Accordingly, earnings reinvested in the business at January 1, 1973 have been
restated by a reduction of $1,242 representing the tax on the potentially nondeductible portion of the
settlement.
• • • •
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CHANGE IN TERMS OF A BUSINESS COMBINATION
MINNETONKA LABORATORIES INC.
9. Subsequent event:
On October 24, 1973, the company and its wholly-owned subsidiary, Claire Burke, Inc. entered
into an agreement with the former shareholders of Claire Burke, Inc. whereby the company agreed to
assure the price of the 26,397 shares of the company’s common stock which the former shareholders
received as a result of a merger. This agreement, among other things, provided for an assurance by
the company on January 31, 1975, and June 30, 1975, of a certain value for the 26,397 shares issued on
December 26, 1972, in connection with the acquisition of Claire Burke, Inc. In view of the company’s
limited access to funds and the desire of the former shareholders to make definite arrangements for
the sums which are and may become due them, the parties entered into a new agreement on March 22,
1975. The new agreement provides for the following—
Cash payment to the former shareholders prior to March 25, 1975............................
Convey by special warranty deed, certain property to one of the former
shareholders subject to a m ortgage............................................................................
Issue 8% notes, due June 30, 1976, to the former shareholders
prior to March 25, 1975................................................................................................
Release one of the former shareholders from any obligation to
repay the 4% note receivable incurred in connection with
the October 24, 1973, agreement.................................................................................
Return to the company the 26,397 shares issued on
December 26, 1972, (valued at current market price)...............................................

$100,000
51,000
172,000

100,000
$423,000
24,747
$398,253

The company also entered into a lease for the property conveyed to the former shareholder calling for
lease payments of $500 per month through December 31, 1975.
The original acquisition of Claire Burke, Inc. as of December 26, 1972, was accounted for as a
pooling-of-interests. As a result of the negotiations and agreements entered into by the company and
the former shareholders of Claire Burke, Inc. and the finalization of the amounts of consideration for
the acquisition as outlined above, company management has determined that pooling-of-interest ac
counting is no longer appropriate to properly reflect the substance of the original acquisition transac
tion. Therefore, the accompanying financial statements have been restated to reflect all amounts of
consideration as finally determined under the March 22, 1975, agreement and to recast the original
acquisition under purchase rather than pooling-of-interest accounting.
The effects of such restatement and the recording of the March 22, 1975, agreement provisions on
the financial statements for the years ended December 31, 1973, and December 28, 1974, are as
follows—
a. December 31, 1973—
Record the excess of cost over net assets of acquired company
at date of acquisition (net of amortization for
one year of $16,997)...............................................................................
Increase other paid-in capital for the excess of the
market value of common stock issued at date of
acquisition over par value.....................................................................
Decrease consolidated retained earnings to eliminate accumulated
earnings of Claire Burke, Inc. at date of acquisition.........................
Net (loss)—
As Previously
Reported
Amount ...................................................................
$(1,082,932)
Per Share................................................................
(
1.01)

$322,945

474,544
134,602
As Restated
$(1,099,929)
(
1.03)

b. December 28, 1974—
All provisions of the March 22, 1975, agreement as outlined have been reflected in the financial
statements as if all transactions had been completed prior to December 28, 1974.
Other paid-in capital has been reduced by $398,253 to reflect the lower current value of the
common stock originally issued.
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COMPUTATION OF UTILITY RATES
DUKE POWER COMPANY
Rate Activities
••••

On February 3, 1975, the Company received a new order from the NCUC which temporarily
limited to 75 per cent the amount of fuel cost adjustment charges that can be passed on to retail
residential customers in North Carolina. The order, which was to remain in effect a maximum 60 days
beginning February 1, 1975, followed public hearings on fuel cost adjustment charges previously
granted to Duke and two other electric utilities serving North Carolina. The hearings were to be
resumed on February 18, 1975, at which time the companies would be given the opportunity to
present evidence in support of the fuel cost adjustment charges.
The February 3 order affected 1974 operations because of the 60-day lag between the time fuel
costs are incurred and the time such increases are actually billed to customers. To properly match
increased fuel costs and revenues, the Company accrues monthly the estimated revenues that will be
subsequently billed. In this case, the limiting of fuel charges reduced the amount of revenues the
Company had accrued on an estimated basis for December, 1974, with the previously mentioned effect
on net income, earnings for common stock and earnings per share of common stock.
••••

CONTEMPLATED SALE OF INVESTMENT
SUN CHEMICAL CORPORATION
Note 2—Investment in Walter Kidde & Company, Inc.
Sun owns 542,900 common shares of Walter Kidde & Company, Inc. (Kidde). All of the shares
were acquired in 1973 from a company whose Chairman of the Board and Chief Executive Officer is a
Director of Sun and from another corporation which is an associate of such Director. These shares
were originally purchased by Sun as a long-term investment looking toward the possibility of merger.
In February 1975, Sun’s Board of Directors determined that such merger is not feasible and conse
quently, Sun is planning to dispose of these shares. Accordingly, the investment in Kidde has been
classified as a current asset as of December 31, 1974 and a provision of $1,086,000 has been charged to
current year’s operations to recognize the estimated loss on the ultimate disposition (based on a
quoted market price of $19.00 per share on March 11, 1975) of these shares. The quoted closing market
price of these shares at December 31, 1974 was $9.25 per share, or $5,022,000.

DETECTION OF ERROR IN BILLING
REPUBLIC CORPORATION
Note 3. Commitments and Contingencies
••••

Subsequent to July 31, 1974, the Company determined that certain records of a subsidiary were
inaccurate. In connection therewith, the Company notified a customer of the subsidiary that progress
billings against a contract were incorrect and made repayments with respect thereto. As of July 31,
1974, the subsidiary had incurred and was estimating additional excess costs over contracted prices on
three contracts in process. Management has determined that until the reliability and accuracy of the
subsidiary’s records can be re-established the applicable accounts of that subsidiary will be excluded
from the consolidated accounts of the Company. Total assets recorded on the subsidiary’s books at
July 31, 1974, were approximately $3,200,000. It is management’s judgment that sufficient reserves
(Note 8) with respect to its investment in that subsidiary have been provided as of July 31, 1974, to
meet anticipated contingencies. In addition, it is the intention of the subsidiary to pursue its claims for
additional payments on certain of its contracts with respect to alleged defective specifications and
other relevant matters of issue.
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DISCONTINUED OPERATIONS
COSCO INC.
2. Discontinued Sunlighting business
In December 1974, the Company decided to discontinue the business of its unprofitable Sunlight
ing Systems, Inc. subsidiary, an operator and franchisor of retail lamp stores. On February 25, 1975,
the Company accepted an offer from the president of Sunlighting to purchase the business and certain
of its net assets. The sale was consummated on March 22, 1975, subject to the purchaser’s obtaining
assignment of leases for retail stores. If the purchaser is not able to obtain lease assignments, which
would prohibit his operation of the business, this sale could be rescinded. Under such circumstances,
the Company has a plan to liquidate the Sunlighting assets and orderly dissolve the business. Com
pany management estimated that the overall loss under this plan would approximate the loss on
disposal as described below.
Pursuant to terms of the agreement, all of Sunlighting’s assets, except for certain inventories and
equipment, were sold for cash of $20,000; a contractual agreement by the purchaser to pay approxi
mately $805,000, including interest ($135,000) which has been imputed at 10 percent, in varying
minimum, monthly amounts, due approximately $180,000 in 1975, $231,000 in 1976, $122,000 in 1977,
$88,000 in 1978 and $184,000 in 1979-1981; and assumption of certain Sunlighting liabilities by the
purchaser. Under other provisions of the agreement, the purchaser assumed all Sunlighting obliga
tions under existing franchise agreements; agreed to seek assignment of certain Sunlighting leases;
agreed to purchase (estimated proceeds included in $805,000 above), over a two year period, Sunlight
ing inventories retained by the Company; and assumed a portion of any lease settlements should the
purchaser decide to close any retail store subsequent to the date of sale.
The results of operations, including revenues of $3,013,000 ($2,641,000 in 1973) and allocated
interest of $100,300 ($58,200 in 1973) of the discontinued Sunlighting business and the estimated loss
on disposal of its assets and settlement of its obligations are reflected separately in the accompanying
consolidated statement of operations. The estimated net realizable value ($600,000) of Sunlighting’s
assets at December 31, 1974 includes the estimated realizable value of the sale proceeds (above) and is
classified in receivables ($295,000) and noncurrent assets ($305,000) in the accompanying consolidated
statement of financial position.
The provision for loss on disposal of the Sunlighting business is based on management’s estimate
of the outcome of future events, including settlement of the Company’s obligations and commitments
(Note 9) and the ability of the purchaser to achieve future profitable operations and generate cash
sufficient to meet its obligations to the Company; therefore, the ultimate amount of the loss cannot be
determined at this time.
FIBREBOARD CORPORATION
Note 13—Discontinued Operations—Trimont Land Company
Trimont Land Company began operations of its ski hill facility and commenced sales of homesite
lots and condominiums in 1972. As a consequence of Fibreboard’s determination that continuance in
real estate development and operation is no longer consistent with its long-term objectives, the Board
of Directors of Fibreboard Corporation, on January 24, 1975, adopted a plan of disposal under which
the assets of Trimont will be sold by March 31, 1976. Accordingly, Trimont has been accounted for as a
discontinued operation in the Fibreboard financial statements. A provision has been made by Trimont
for reduction of the carrying value of condominiums and lots and operating properties to estimated
realizable value and for estimated operating losses, primarily interest expense, selling, general and
administrative expense and depreciation through March 31, 1976.
••••

INSILCO CORPORATION
Note 1—Divestitures
••••

In January, 1975, the Board of Directors approved a plan to divest International Graphics, Inc.
and Interlox Punch & Die Corp. at an estimated aggregate loss of $3,000,000 after taxes. The divesti
tures of Eyelet and Hutchinson and that of Peerless Wire Goods, respectively, constitute discon
tinuance of the packaging components and the household appliance components segments of the
Company’s business. The planned divestitures of International Graphics and Interlox constitute dis
continuance of the financial printing and punch and die segments of the Company’s business. The net
results of these operations prior to their discontinuance are set forth separately in the consolidated
statement of earnings and include:
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1973
1974
(Amounts in thousands)
$ 21,789
$39,856
$ (607)
$ (1,315)
605
326
$ (710)
$ (281)

Net sales
Loss before income tax benefit
Income tax benefit
Net loss from operations

It is expected that International Graphics and Interlox will be sold during 1975 and that their
operating losses from December 31, 1974 until they are sold will be insignificant. At December 31,
1974, the balance sheet includes $1,107,000 of accounts receivable, $931,000 of inventories, $1,922,000
of property and equipment (net of accumulated depreciation), $487,000 of other assets and $648,000 of
liabilities relating to the financial printing and punch and die businesses being divested after write
down of such assets to estimated realizable values.

NATIONAL HOMES CORPORATION
Note 11—Disposition of Businesses:
••••

In February, 1975, National sold the business and the net operating assets of its 99.6% owned
unconsolidated title insurance subsidiary for cash. After the subsidiary’s remaining assets, principally
investments in securities, are sold, the subsidiary will be liquidated and cash of approximately
$3,600,000 will be distributed to its shareholders. Accordingly, National’s investment in this sub
sidiary has been classified as a current asset in the accompanying Balance Sheet at December 31, 1974.
The disposition of this business is expected to result in a gain of approximately $200,000 in 1975.

SMITH INTERNATIONAL INC.
3. Discontinued Operations
In January 1975, the Company sold its diamond drill bit operation and recorded the sale as of
December 31, 1974. The results of the diamond drill bit operation, including loss on disposition, are
summarized as follows:

Product sales
Costs and expenses
Loss on disposition
Loss before taxes
Federal income tax benefit
Net loss

Years Ended December 31
1974
1973
$2,647,000
$3,092,000
2,938,000
4,868,000
175,000
—
291,000
1,951,000
146,000
926,000
$145,000
$1,025,000

Results of discontinued operations for 1973 also include the Company’s tunneling machine opera
tion which was discontinued as of December 31, 1973.

ZIMMER HOMES CORPORATION
C. Discontinued Operations—Mobile Home Communities
On February 14, 1975 the Board of Directors declared its intention to discontinue operations in
developing mobile home communities and to provide for the estimated loss on sale of its remaining
investment and anticipated operating losses to time of such sale. The results of operations of the
mobile home communities and the provision for estimated losses on their disposition have been shown
as discontinued operations in the accompanying statement of consolidated income and 1973 amounts
have been reclassified accordingly. Mobile home communities are shown in the accompanying balance
sheet net of such provision. Revenues from these operations totaled approximately $710,000 and
$200,000 in 1974 and 1973, respectively.
In December 1974 one of the Company’s mobile home communities was sold for $3,750,000
resulting in a gain of approximately $250,000 which was not recognizable under generally accepted
accounting principles in 1974. The deferred gain was considered in the estimated loss above and is
shown as a reduction of mobile home communities.
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DISCONTINUED OPERATIONS—
REVERSAL OF DECISION TO DISCONTINUE
MSL INDUSTRIES INC.
(3) Earnings from Discontinued Operations
The Company has been in the midst of a major divestiture program in recent years, and has sold
or discontinued ten operating divisions and subsidiaries since 1970. In January, 1975, the Company
decided to continue to operate the two remaining divisions that had been earmarked to be discon
tinued in prior years. Accordingly, the results of operations of these two divisions have been reclas
sified to continuing operations in 1974 and the accompanying consolidated statement of earnings for
1973 has been restated for comparative purposes. In addition, the property and equipment of these
divisions and another operation which is to be relocated which had been included in “Other Assets” in
the consolidated balance sheet in prior years has been reclassified to “Property and Equipment” for
both 1974 and 1973.
The reclassification of these two divisions to continuing operations had no effect on the previously
reported net earnings for 1973, but does increase the net sales from continuing operations for the year
by $11,407,000. The restated earnings from discontinued operations for 1973 include the Company’s
Fiber Divisions and Subsidiaries which were sold or liquidated during that year.
Reserves for possible losses on the disposition of property and equipment and for estimated costs
and expenses of relocation or consolidation of certain operations which were provided in prior years
are included in the 1974 and 1973 consolidated balance sheets. Certain transfers between reserves
were made in 1974 to reflect current estimates of possible costs and losses in the appropriate accounts.

DIVIDEND DECLARED
FIRST PENNSYLVANIA MORTGAGE TRUST
10. Subsequent to July 31, 1974, the Trustees declared and paid a dividend of 44 cents per share,
totalling $1,302,922, representing a distribution of estimated taxable earnings for the fourth quarter
of the year ended July 31, 1974. For purposes of financial reporting, this dividend has been recorded as
if declared on July 31, 1974.

EXPROPRIATION OF FOREIGN INVESTMENT
INTERNATIONAL TELEPHONE AND TELEGRAPH CORPORATION
Divestitures
••••

Chile: During 1971, the Government of Chile intervened in the operations of certain subsidiaries
of the Corporation, including the 70%-owned Chile Telephone Company. In view of the interventions
and other political and economic developments in Chile during 1971, the Corporation provided a
reserve of $70,000,000 (with no associated United States income tax benefits), equivalent to the excess
of its total investment in all Chilean companies over amounts receivable from insurance carried with
the Overseas Private Investment Corporation (OPIC), an agency of the United States Government,
and other recoveries.
In December, 1974, and January, 1975, the Corporation reached a settlement with the Govern
ment of Chile and OPIC regarding the intervention. Under the terms of settlement, the Corporation
received $66,000,000 in cash ($31,000,000 in 1974) and $59,000,000 of 10% notes which mature semian
nually through 1984 issued by CORFO, the Chilean Development Corporation, which are guaranteed
by the Central Bank of Chile and OPIC. In connection with the settlement, the Corporation recorded
approximately $28,000,000 of interest income attributable to continuing operations in 1974, of which
approximately $18,000,000 was related to interest imputed for the period 1971 through 1974 attribut
able to such transactions. The accounts of minor subsidiaries in Chile were again consolidated as of
December 31, 1974 with no effect on consolidated income.
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INCOME TAX ASSESSMENT
THE FLINTKOTE COMPANY
Prior Years Adjustment and Contingencies
In January 1975, the Company pleaded nolo contendere to an indictment brought in December
1973 against the Company and certain other major manufacturers of gypsum products alleging viola
tions of the Sherman Act in the sale of gypsum wallboard. The Company previously settled, in 1973, a
number of civil antitrust suits brought against the Company and other major manufacturers of gyp
sum products. Accordingly, earnings reinvested in the business for prior years were reduced net of
the related tax benefit. The Internal Revenue Service may contend that, by virtue of the nolo
contendere plea, the Company is not entitled to all of the deduction taken in respect of the settlement
of these civil suits. Accordingly, earnings reinvested in the business at January 1, 1973 have been
restated by a reduction of $1,242 representing the tax on the potentially nondeductible portion of the
settlement.
THE GRANBY MINING COMPANY LIMITED
6. Event subsequent to the date of the auditors’ report:
On November 18, 1974, the Federal Government of Canada announced its proposed budget,
which is likely to significantly increase the Company’s total future income taxes. In addition, the
budget is retroactive to May 6 , 1974; accordingly, the Company has increased the provision for income
taxes as of September 30, 1974 to provide for the retroactive effect. The more significant changes in
the budget are:
Royalty charges and taxes levied by provincial governments are no longer deductible for federal
tax purposes.
Development expenditures can be written-off at a rate of 30% a year; they were previously fully
deductible in the year incurred.
Depletion will no longer be allowed at the previous rate of 33⅓% of production profits, but will be
limited to the “earned depletion base,” equal to 33⅓% of total exploration and development and
certain capital expenditures incurred after November 7, 1969; depletion would then be allowed equal
to 25% of the annual production profits up to the total of the “earned depletion base.”

LOAN FORECLOSURE
CAPITAL MORTGAGE INVESTMENTS
••••

18. Subsequent Events
••••

On February 7, 1975 the Trust instituted foreclosure proceedings on three loans having outstand
ing principal balances of $5,805,614 on December 31, 1974. Additionally, on March 13, 1975 the
Trustees approved a modification to one loan which effectively reduced the approved sales prices of
condominium units collateralizing a loan having an outstanding principal balance of $4,614,820 at
December 31, 1974. As a result of these actions, management of the Trust approved an additional
provision for loan losses for the fourth quarter of 1974 of $800,000 making the total provision for loan
losses $5,800,000 for the fourth quarter of 1974.
••••

JETERO CORPORATION
Note 7—Commitments and Contingencies:
••••

Until January, 1975 the Company managed a 176 unit apartment project in Orlando, Florida
which had been sold in 1972 to a partnership. In 1974 the Company became a 49% limited partner in
this partnership; however, the Company’s $150,000 capital contribution was expensed through the
provision for estimated losses on real estate investments because in January 1975 the general partner
ceased to make payments on the project’s permanent loan, which was secured solely by the project,
and surrendered the project to the permanent lender. The permanent lender has indicated it may take
legal action against the Company and/or the Company’s president for any loss it may realize on the
ultimate disposition of the project. The Company is also involved in various other litigation incident to
its operations. Management is of the opinion that ultimate resolution of these matters of litigation and
dispute will not result in a significant liability to the Company.
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NONPERFORMANCE OF FOREIGN EXCHANGE CONTRACT
FIRST NATIONAL BOSTON CORPORATION
L. Event Subsequent to December 31, 1974:
On January 7, 1975, the Geneva-based Banque de Financement was closed by the Swiss Federal
Banking Commission, resulting in its inability to perform under two foreign exchange contracts,
originated in January 1974, calling for the delivery of Swiss francs to The First National Bank of
Boston. The Bank obtained Swiss francs in the spot market to meet its own obligations, incurring
additional costs of $9,109,000. The Corporation has charged this additional cost to other operating
expenses in the 1974 consolidated statement of income.

RECEIPT OF PRIOR YEAR’S INTEREST
GENERAL HOST CORPORATION
3—Investments:
Dec. 28,
Dec. 29,
1974
1973
(In thousands)
Tantalum Mining Corporation of Canada Limited:
5% First Mortgage Debenture
5% Income Debenture
Note receivable from TheGoldfieldCorporation
Less-reserve for possible lossonrealization

$3,000
525
3,000
2,199
$3,000

$3,000
2,000
5,525
$3,326

The Tantalum Mining Corporation of Canada Limited (“Tanco”) 5% first mortgage debenture is
payable each year through 1977 in an amount equal to 50% of Tanco’s cash flow, as defined, and each
year from 1977 to 1982 in an amount equal to the greater of 50% of cash flow or 10% of the unpaid
principal and interest with the remaining balance due on July 1, 1982.
During 1974 the Company received a 1973 cash flow payment from Tanco in the amount of
$241,000 representing prior years’ interest and in January 1975 a 1974 cash flow payment in the
amount of $738,000 representing prior years’ interest of $129,000, 1974 interest of $150,000 and
principal in the amount of $459,000. No income from the Tanco first mortgage debenture was reflected
in the Company’s accounts prior to 1974 pending satisfactory determination of Tanco’s ability to make
the required payments and, accordingly, all interest received in 1974 and January 1975 has been
recorded as income in 1974.
••••

RESCISSION OF SALE OF PROPERTY
CONSOLIDATED OIL & GAS INC.
4. Contracts Receivable from Sale of Real Estate:
••••

Subsequent Event:
On January 23, 1975, Princeville entered into a rescission agreement relating to a sale of a multiple
family site amounting to $1,317,000 recorded in 1974 on the installment basis. As a result of this
agreement, Princeville, as of November 30, 1974, has written off its receivable of $1,156,000 and
related deferred profit of $801,000, and restored the land to developed and undeveloped real estate at
the net unrecovered cost of $355,000. There will be no loss as a result of this rescission agreement
since all profit relating to amounts not received under the sales contract had been deferred. During
1974, Princeville received payments amounting to $161,000 under the sales contract, and accordingly
recognized gross profit of $111,000. As consideration for rescinding this agreement, Princeville re
ceived a net payment of $71,000 which will be recognized as income in 1975.
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REPLACEMENT OF FACILITIES
THE GREYHOUND CORPORATION
Note K—Commitments and Other Matters:
••••

In February, 1975, Armour announced it will replace its food slaughtering and processing plant in
Mason City, Iowa, with a new food processing plant in the same general area that will employ
substantially fewer personnel. The estimated loss on the present Mason City facility and the separa
tion pay and pension and insurance costs applicable to employees who will be terminated, aggregating
$8,169,000, has been charged at December 31, 1974 to a reserve for replacement or relocation of
facilities carried forward at the date of acquisition of Armour by Greyhound.

SALE OF PLANT
THE UNITED PIECE DYE WORKS
(Note K)—Loss on Closing of Virginia Plant—1973: During 1973, the Company terminated operations
at its plant in Bluefield, Virginia and charged operations in that year with (a) a write-down
($1,166,000) of property, plant, equipment and inventory at this facility to their estimated net realiz
able values and (b) continuing expenses ($450,000) incurred and estimated to be incurred during the
period of liquidation of the facility. By December 29, 1974, the Company had disposed of all of its
inventory and equipment at Bluefield, and on December 30, 1974 it sold the land and building at
Bluefield. The latter transaction is reflected in the financial statements for the fifty-two weeks ended
December 29, 1974. However, for federal income tax purposes it will be reported in the year ending
December 28, 1975. The excess $ (132,000) of the loss estimated in 1973 over the loss incurred in
disposing of the Bluefield facility was credited to operations in the year ended December 29, 1974.
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I
BUSINESS COMBINATIONS

The rest of the examples presented in this survey refer to the disclosure of subsequent events
that did not result in adjustment of the financial statements. In this chapter thirty-nine examples
are presented of the disclosure of business combinations that were initiated or completed after the
balance-sheet date. The examples are classified according to type of combination.

ISSU A N C E OF COMMON STOCK OF REPORTING
COMPANY FOR STOCK OF ANOTHER COMPANY
AMERICAN DISTRICT TELEGRAPH COMPANY
Note 2—Acquisition:
On February 14, 1975 the Company acquired, in a transaction accounted for as a pooling of
interests, all the outstanding common stock of Aerospace Research, Inc. (“ARI”), a company which
designs, manufactures and markets ultrasonic burglar alarm intrusion detectors and also engages in
research and production for the U.S. Department of Defense. The Company exchanged 287,926 shares
of its common stock and stock options to purchase 21,453 shares of its common stock for all the issued
and outstanding common stock and options of “ARI.” Net income, net sales and stockholders’ equity of
“ARI” as at September 30, 1974 and for its fiscal year ended September 30, 1974 were $612,000,
$7,663,000 and $2,555,000 respectively. The pooled results of operations of “ARI” will not have a
significant effect on either 1974 or 1973 consolidated revenues or net income.
CONTINENTAL TELEPHONE CORPORATION
2. Mergers and Acquisitions:
• • • •
The Company agreed in May, 1974 to exchange a minimum of 383,562 shares or a maximum of
821,918 shares of common stock for all of the outstanding stock of Control Networks Corporation
(“CNC”), a manufacturer of telephone equipment. In accordance with this agreement 189,096 shares
were delivered in 1974. In February, 1975, the original agreement was amended to reduce the
minimum number of shares required to be exchanged to 381,562, and the 192,466 additional shares
were delivered. The appropriate portion (49.3%) of the results of operations ($656,000 loss) of CNC in
1974 was recorded under the equity method of accounting.
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KNUDSEN CORPORATION
8. Subsequent event—acquisition of subsidiary
On March 5, 1975, the Company, through a wholly-owned subsidiary, entered into an agreement
to purchase remaining outstanding stock of a corporation which was 20% owned at December 31, 1974.
The acquisition agreement provides for an initial issuance of 52,050 shares of the Company’s stock,
and, under reciprocal option provisions, an additional 106,200 shares to be issued at the rate of 21,240
shares per year between January 1, 1976 and January 1, 1980.
FOOTE, CONE & BELDING COMMUNICATION INC.
(9) Subsequent Events:
In January, 1975, Honig-Cooper & Harrington, Inc. (HCH), a California based advertising
agency, was merged into a subsidiary of the Company in exchange for 130,000 shares of Foote, Cone &
Belding Communications, Inc. treasury stock in a transaction accounted for as a purchase. The excess
of the quoted market price of the treasury shares given up plus other costs of acquisition over the
underlying net tangible assets of HCH, amounting to approximately $1,708,000 will be amortized on a
straight line basis over 20 years.
The merger agreement provides for the issuance of a maximum of 130,000 additional shares based
on the attainment of specified earnings over the next 5 years.
The unaudited pro forma results combining HCH with the Company for the fiscal year ended
December 31, 1974, assuming acquisition of HCH at the beginning of 1974 are as follows:
Operating income
Income from advertising operations before
extraordinary item
Extraordinary loss—writedown of investment
in Tele-Communications, Inc.
Net income

$ 55,519,907
$ 3,363,777
(1,410,000)
$ 1,953,777

Per Share:
Income from advertising operations.........................................................
Extraordinary item.....................................................................................
Net income...................................................................................................

$1.55
(.65)
.90

GILFORD INSTRUMENT LABORATORIES INC.
6. Investment in Affiliate and Subsequent Event
The Company’s 49% investment in PTR Optics Corporation is carried on the equity basis in the
accompanying financial statements and the Company’s share of its earnings has been included in the
accompanying statement of income.
On August 1, 1974, the Company acquired the remaining 51% interest in the stock of PTR in
exchange for 64,179 shares of Gilford common stock. The transaction will be treated as a purchase for
accounting purposes. The purchase price in excess of the value of the net assets acquired is nominal
and will be amortized over approximately seventeen years. Beginning August 1, 1974, PTR will be
consolidated in the financial statements.
HANDY & HARMAN
1—Recent acquisitions
••••

Subsequent to December 31, 1974, the Company acquired all of the outstanding stock of Ad
vanced Technology Systems, Inc. in exchange for 50,000 shares of its common stock and acquired the
remaining outstanding interests of Rigby-Maryland (Stainless) Ltd. (previously 50% owned) for
$236,000 cash. Both acquisitions will be accounted for as purchases.
The acquisitions in the aggregate were not material to the revenues and net income of the
Company in 1973 and 1974.
RAYTHEON COMPANY
Note 0: Subsequent Event
On February 26, 1975, the company announced an agreement in principle to acquire the common
stock of I-T-E Imperial Corporation in exchange for shares of the company’s common stock or for cash.
The exact exchange ratio is based upon a formula related to the market value of the company’s
common stock during a future period. It is expected that 3,000,000 I-T-E shares will be purchased for
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cash of $61,650,000 and that approximately 3,000,000 to 3,500,000 shares of Raytheon common stock
will be issued for the remaining I-T-E shares. This transaction is subject to the completion of a
definitive agreement, receipt of a favorable tax ruling, approval of the shareholders of both companies
and other conditions. If consummated, the acquisition will be accounted for as a purchase.
WYOMING BANCORPORATION
L. Subsequent Acquisition:
During January and February, 1975, Wybanco exchanged a total of 212,500 shares of its common
stock for the outstanding capital stock of The First National Bank of Kemmerer. Summarized financial
information is as follows:
CONDENSED FINANCIAL CONDITION
(Unaudited)
December 31, 1974
Cash and due from banks.................................................................................................$ 3,377,862
Investment securities.......................................
6,332,141
Federal funds sold............................................................................................................. 2,000,000
Loans ................................................................................................................................. 15,764,367
All other assets..................................................................................................................
636,395
Less: Deposits................................................................................................................... (25,054,716)
All other liabilities..........................
(870,301)
Reserve for possible loan losses.................................................................................
(216,341)
Stockholders’ equity......................................................................................................... $ 1,969,407
SUMMARY OF OPERATIONS

Operating income................................
Operating expenses.............................
Taxes on income..................................
Net securities losses, less tax effects
Net income...........................................

Year Ended December 31,
1973
1974
(Unaudited)
$ 1,942,354
$ 1,440,667
(1,419,676)
(1,063,784)
(143,528)
(86,799)
(709)
$ 289,375
$ 379,150

The acquisition of The First National Bank of Kemmerer will be accounted for on the pooling of
interests basis. Accordingly, the following pro forma summary reflects the combination of the opera
tions of Wybanco with the operating results of The First National Bank of Kemmerer.
PRO FORMA SUMMARY OF CONSOLIDATED OPERATIONS

Operating income.......................................................................
Operating expenses:
Provision for loan losses.......................................................
All other expenses..................................................................
Income before taxes on income and securities losses.............
Taxes on income.........................................................................
Income before securities losses................................................
Net securities losses, less tax benefits...................................
Net income..................................................................................
Pro forma earnings per share (1):
Income before securities losses............................................
Net income..............................................................................
Number of shares used in calculating earnings per share (1)

Year Ended December 31,
1974
1973
$ 25,398,574 $ 19,640,283
(575,979)
(845,643)
(21,145,818) (15,673,689)
3,390,615
3,407,113
(364,854)
(741,162)
3,042,259
2,649,453
(249,050)
(32,296)
$ 2,793,209 $ 2,617,157
$1.36
1.25
2,241,814

$1.19
1.18
2,222,394

(1)
Pro forma earnings per share calculations are based on the weighted average number of
shares outstanding during each year, retroactively adjusted for Wybanco shares which would have
been outstanding had the exchange for The First National Bank of Kemmerer been made and con
summated on January 1, 1973.
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PAYMENT OF CASH OR ISSUANCE OF PREFERRED STOCK
BY REPORTING COMPANY FOR STOCK OF ANOTHER COMPANY
CROUSE-HINDS COMPANY
3. The Company is authorized to issue 500,000 shares of preferred stock without par value only in
connection with the acquisitions of the assets or stock of other corporations or businesses with
preferences to be determined at issuance.
On January 8, 1975 the Company and Arrow-Hart, Inc. announced an agreement in principle to
the merger of Arrow-Hart, Inc. into the Company. The proposed merger is subject to approval by the
directors and shareholders of both companies. Under the terms of the proposed merger, the Company
would exchange .425 shares of a new convertible preferred stock for each outstanding share of
Arrow-Hart, Inc. common stock. Under such terms, the Company would issue approximately 467,500
preferred shares with a stated value of $40 per share.

DYNALECTRON CORPORATION
(2) Acquisitions
••••

In January 1975, the Company purchased all of the outstanding stock of AFB Contractors (AFB),
an engineering and construction firm specializing in chemical, petroleum, food processing and water
treatment activities. Concurrent with the closing, 31,250 shares of Series “B” convertible preferred
stock were issued into escrow representing the maximum contingent consideration to be paid for
AFB. These shares will be held in escrow for a period of three years and nine months from the date of
closing to secure the Company against undisclosed liabilities and breach of certain representations and
warranties, including maintenance of a specified average annual earnings level for the three years
ending December 31, 1976.
The Company has established an incentive stock bonus plan for key employees of AFB whereby
up to 31,250 additional shares of Series “B” convertible preferred stock could be issued to plan
participants depending on the level of earnings in excess of a stipulated amount over the three-year
period ending December 31, 1979.
The shares of the Company’s preferred stock which may ultimately be released from escrow as
consideration for the outstanding stock of AFB will be accounted for at the liquidation preference
value of $80 per share at such time as the contingencies regarding their release are determinable
beyond reasonable doubt.
The preferred stock which may be required to be issued pursuant to the incentive stock bonus
plan will also be accounted for at $80 per share at the time it becomes issuable to plan participants. The
accounts of AFB are not included in the accompanying financial statements.

THE GRAY MANUFACTURING COMPANY
2. Claim Receivable
••••

(B) On April 1, 1970, through Gray Circle, Inc., a newly-formed wholly-owned subsidiary, the
Company acquired all the capital stock of Circle Steel Partition Co., Inc. and its wholly-owned
subsidiaries for $1,000,000 in cash and $937,500 payable in four equal annual installments of $234,375
with interest at the rate of 4% per annum. One of the deferred installments was represented by a
negotiable promissory note which was pledged to secure a letter of credit. The letter of credit was paid
by the bank in July 1973 and in October 1973 the Company paid the bank $145,032. The Company
intends to seek recovery of such payment by appropriate proceedings.
Under the acquisition agreement the sellers made specific representations and warranties relat
ing to the financial condition and operations of the acquired company and provided that any breaches
of such warranties were to be recoverable by offset against the deferred portion of the purchase price.
In light of these representations and warranties the Company made an extensive review of the
financial condition and operations of the acquired company and, together with its counsel, believes it
has meritorious claims for breach of warranty against the sellers. At December 31, 1974 the Company
has recorded claims in excess of $995,000 and has offset this amount against the balance of the liability
to the seller.
On March 21, 1975 an agreement was reached with the sellers whereby the Company agreed to
relinguish its claim receivable of $76,625 and to pay $75,000 in full settlement of all claims, contingent
upon the performance of certain conditions. The settlement will cause the excess of purchase price
over book value of subsidiaries acquired to increase by approximately $150,000.
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HUDSON BAY MINING AND SMELTING CO.
14. Subsequent event
On March 5, 1975, the Company agreed in principle to acquire 7% cumulative preferred shares
with a par value of U.S. $6,000,000 and a further equity interest of approximately 20% in an associated
company, Terra Chemicals International, Inc., for U.S. $14,620,886 cash and a U.S. $6,000,000 9%
note repayable in five equal annual instalments beginning one year after the proposed closing date for
the acquisition of July 3, 1975.
This transaction, which is subject to the completion of a definitive agreement, will result in the
Company acquiring control of the majority of the issued common shares of Terra Chemicals Interna
tional, Inc.
IMPERIAL CORPORATION OF AMERICA
7. Event Subsequent to Report of Certified Public Accountants
Imperial Savings and Loan Association (Imperial), an ICA subsidiary, has signed an agreement
to purchase Avco Savings and Loan Association (Avco) for cash and notes aggregating the lower of
$22,000,000 or the net book value of Avco at the date of closing. At November 3 0 , 1974, Avco had book
value of approximately $22,000,000.
Should Avco’s net book value be less than $19,000,000 at the closing date, either Imperial or Avco
may cancel the agreement without liability. The proposed acquisition is subject to approval by the
Federal Home Loan Bank and the California Department of Savings and Loan.
INTERNATIONAL PAPER COMPANY
Acquisition of General Crude Oil Company
At December 31, 1974, the company was committed to purchase 62.7 per cent of the common
stock of General Crude Oil Company from The Glenmede Trust Company. Pursuant to the agreement,
the company made a non-interest bearing loan of $15 million to The Glenmede Trust Company, which
is included in accounts and notes receivable in the accompanying balance sheet. This loan was repaid in
January, 1975.
In February, 1975, a wholly-owned subsidiary of the company merged with General Crude Oil
Company, whereupon General Crude became a wholly-owned subsidiary. In connection with the
purchase from The Trust Company and the merger, the company paid an aggregate consideration of
approximately $486 million. Of this amount, approximately $301 million was in the form of 8½%
guaranteed notes (maturing over a five to seven year period) and the balance was in cash. As of the
date of this report, the intent of certain share owner elections was unclear; thus, the final breakdown
between cash and notes is subject to adjustment.
The following unauditied pro forma condensed balance sheet gives effect to the merger, which will
be accounted for on a purchase basis, as if it had been consummated at December 31, 1974:

Current assets
Property
Other assets
Total
Current liabilities
Long-term liabilities and reserves
Share owners’ equity
Total

(In millions)
$ 859
1,921
283
$3,063
$ 495
1,201
1,367
$3,063

If the merger had been effective as of January 1, 1974—and after giving effect to financing costs
and higher depletion charges resulting from revaluation of General Crude’s proven oil and gas
reserves—unaudited pro forma consolidated sales and net earnings for the year 1974 would have been
approximately $3.1 billion, and $259 million, respectively.
LOEWS CORPORATION
11. Subsequent Events
On November 11, 1974 the Company made a cash tender offer to purchase 20,000,000 shares of
common and preferred stock of CNA Financial Corporation (CNA) (subject to the conditions stated in
the Offer to Purchase) at a price of $5.00 per share for the common stock and $6.75 per share for the
preferred stock. The Company and CNA have agreed that concurrently with the purchase of stock
pursuant to the tender offer, CNA will sell, and the Company will purchase, 3,703,704 shares of a
newly authorized preferred stock of CNA for $6.75 per share.
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The amount required by the Company to purchase the 20,000,000 shares of stock under the offer
(including commissions and other expenses) is estim ated to be between $105,000,000 and
$120,000,000. In addition, $25,000,000 will be required for the Company’s purchase of the newly
authorized preferred stock. The Company has sufficient cash, marketable securities and other current
assets to enable it to provide all such funds. Recently, market conditions have not been favorable for
the sale of large amounts of securities. The Company has been informed by certain investment
bankers, that they would, subject to the availability of credit to them, extend up to $85,000,000 of
credit to the Company on a demand margin basis and at interest rates expected to approximate the
prime brokers (call loan) rate in effect from time to time plus ½%, if the Company were to request such
credit.
MIDLAND-ROSS CORPORATION
Note J—Subsequent Event
Investments in associated companies at December 31, 1974, includes a $3,700,000 investment in
Stein Surface S. A. (France) representing a 49% ownership position accounted for by the equity
method. In January, 1975, the Company entered into an agreement to purchase the remaining com
mon stock for approximately $5,600,000, of which approximately $3,600,000 was paid in January, with
the balance payable in 1976. For the year ended December 31, 1973 (date of latest available audited
statements), net income of Stein Surface was approximately $1,600,000 and net sales were approxi
mately $37,300,000.
WALBRO CORPORATION
Note 8
Subsequent Event
In January, 1975, Walbro Corporation acquired all of the outstanding shares of Auburn Diecast
Corporation at a total purchase price of $450,000. The stock purchase was as follows:
Cash paid in January, 1975 $45,000
The balance is represented by various 7½%
promissory notes due semiannually thru 1983.
This acquisition will be accounted for as a purchase and the results of Auburn’s operations will be
included in the Company’s financial statements beginning January 1 , 1975. The purchase price approx
imately equalled the net assets of Auburn Diecast Corporation at January 1, 1975. During 1974, the
net sales (unaudited) approximated $3,000,000.

ACQUISITION BY REPORTING COMPANY OF STOCK IN
ANOTHER COMPANY FOR UNSPECIFIED TYPE OF
CONSIDERATION
AMERICAN BRANDS, INC.
Acquisitions
••••

On January 6, 1975 the minority shareholders of Gallaher Limited approved an arrangement
which was sanctioned on February 3, 1975 by the High Court of Justice in Northern Ireland (where
Gallaher is incorporated) whereby the 14,576,003 Ordinary shares and the 5,700,000 Preference
shares comprising the minority interest in Gallaher are to be cancelled at a total cost to the Company
estimated at $64,100,000. Upon such cancellation Gallaher will be a 100%-owned subsidiary of the
Company. The book value of the additional minority interest acquired is expected to exceed the cost
thereof by approximately $13,500,000, which amount will be applied as a reduction of cost in excess of
net assets related to previously acquired shares of Gallaher.
••••

AUTOMATIC SWITCH COMPANY
5. Subsequent Event
On March 7 the Company executed a definitive agreement to acquire the outstanding stock of
General Casting Corporation (“General”) at $2.00 per share; the agreement is subject to the approval
of General’s shareholders. The Company’s cost for the shares (including shares owned at December
31, 1974) will aggregate approximately $725,000, an excess of approximately $705,000 over General’s
net book value.

18

HUYCK CORPORATION
Event Subsequent to December 31, 1974—An agreement in principle has been reached with the
Creditanstalt-Bankverein of Vienna, Austria for Huyck to purchase 100 percent ownership of Fezfab
riken G.m.b.H., Gloggnitz, Austria. Details of the transaction, subject to approval of the Boards of
Directors of both parties, and the Austrian government, will be released when final contracts are
signed.
THE WINTER PARK TELEPHONE COMPANY
Note J —Subsequent Events
On February 7, 1975, The Winter Park Telephone Company contracted for the purchase of all of
the outstanding shares of capital stock of Systex, Inc., Melbourne, Florida to be effective as of
January 1, 1975. The total purchase price will be based on Systex, Inc’s. 1975 pre-income tax earnings,
but shall be a minimum of $25,000 and a maximum of $250,000.
YELLOW FREIGHT SYSTEM, INC.
Note 7—Acquisition of Republic Freight System, Inc.
In January, 1975, the company consummated an agreement to purchase for $100,000 all of the
issued and outstanding capital stock of Republic Freight System, Inc., a nation-wide freight for
warder. The purchase contract provided among other things for the modification of Republic’s long
term debt and cancellation of certain debts to its parent company. The acquisition will be accounted for
as a purchase. The total cost of the Republic shares in excess of the fair market value of the net
tangible assets acquired will be reflected as operating rights and amortized over a 40-year period.
A condensed unaudited consolidated balance sheet of Republic as of December 31, 1974 and an
unauditied statement of income (loss) for the twelve months then ended are set forth as follows:
Assets
Current assets..........................................................$ 4,839,000
Operating property, net........................................... 1,465,000
Operating rights....................................................... 5,000,000
Other assets..............................................................
162,000
$11,466,000
Liabilities
Current liabilities.................................................... $ 6,707,000
Long-term debt....................................
5,233,000
Shareholders’ equity................................................
(474,000)
$11,466,000
Income (Loss)
Gross forwarder revenues.......................................$55,127,000
Purchased transportation........................................ 30,499,000
Net operating revenues...................................... $24,628,000
Operating expenses.................................................. 25,203,000
Loss from operations........................................... $ (575,000)
Interest expense......................................................
454,000
Loss before income taxes....................................$ (1,029,000)
Income tax es.............................................................
119,000
Net loss.................................................................. $ (910,000)

ACQUISITION OF ASSETS OF ANOTHER COMPANY
INSTEAD OF STOCK
GEORGE BANTA COMPANY, INC.
(3) Acquisitions
••••

On January 31, 1975, the Company purchased the assets and assumed the liabilities of KCS
Industries Inc. (KCS). The purchase agreement provides for the payment of $350,000 and issuance of
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a note for $950,000 payable with interest at 8% over four years. The transaction will be treated as a
purchase for accounting purposes and accordingly the operating results of KCS will be included in
consolidated earnings from the date of acquisition. The net sales and net earnings of KCS for the
twelve months ended December 31, 1974 (unaudited) are $4,612,000 and $173,000 respectively.
MBPXL CORPORATION
13. Subsequent events
••••

On December 5, 1974 the Company entered into an agreement to purchase the stock of Jay Lines,
Inc. and Jay Lines Transport, Inc. and the net assets of Western Trucking (a sole proprietorship) for
cash and shares of the Company’s common stock to be issued in 1978. The purchase price does not
materially affect the Company’s financial position.
NEPTUNE INTERNATIONAL CORPORATION
(12) Event Subsequent to Balance Sheet Date
The Corporation acquired, effective February 1, 1975, certain assets of B&R Systems and Con
trols, Inc., Danbury, Connecticut, manufacturer of electronic weighing systems primarily for applica
tion in the grain industry. The transaction involved the payment of approximately $700,000 in cash
and the assumption of certain current liabilities approximating $700,000. Operations will be combined
with those of Revere Corporation of America, a wholly-owned subsidiary. Operations are not ex
pected to be significant in relation to the Corporation’s consolidated results.
RATH PACKING COMPANY
Note 6—Purchase of Certain Meat Business Assets and Obligations Assumed Subsequent to Sep
tember 28, 1974:
Effective November 4, 1974 the company consummated transactions pursuant to an agreement
(dated October 24, 1974, as amended October 30, 1974) with Stark, Wetzel Foods Inc. and two banks
which provided for the acquisition by the company of certain of the assets and property relating to the
meat processing and distribution business of Stark, Wetzel. The company purchased specified assets,
principally inventories and equipment and assumed certain obligations, including those arising under
collective bargaining agreements with labor unions. Concurrently, the company entered into a revised
lease agreement for the land, buildings, equipment and related facilities used by the acquired busi
ness.
The two banks also agreed to participate in borrowings made by the company under the financing
agreement (Note 2) up to an aggregate amount of $4,000,000, which increases the credit available to
the company by that amount.
The acquisition will be accounted for by the purchase method. Accordingly, the results of opera
tions of the acquired business will be included with those of the company for periods subsequent to the
date of acquisition.
On the basis of preliminary studies, it is contemplated that the purchase cost will be assigned as
set forth below. The purchase cost includes assumption of liabilities of approximately $1,506,000 (of
which $1,270,000 arises from the excess of vested benefits of the Stark, Wetzel pension plan over trust
assets) and the forgiveness by the company of $200,000 of trade receivables from Stark, Wetzel.
Inventories
Machinery, equipment and vehicles
Trademarks, noncompete agreement, etc.
Leasehold rights and improvements

$2,228,000
537,000
134,000
1,572,000
$4,471,000

The lease for land, buildings and equipment has an original term of ten years and provides
renewal options for three additional five-year periods. Required annual rentals are $1,344,000 for the
first three years, $1,140,000 for the next two years and $780,000 for the final five years, aggregating
$10,212,000 during the original term. Annual rentals during the three renewal periods are $480,000,
$360,000 and $300,000, respectively. In addition, the company bears the cost of property taxes,
insurance and repairs. At the expiration of the original term and during any renewal period, the
company may purchase the leased property at its then fair market value.
The labor agreements provide, among other things, for separation benefits similar to those of the
company (Note 5) which, assuming discontinuance of all operations, would aggregate approximately
$1,200,000.
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The acquired business reported unaudited net sales of $84,858,000 and a net loss of $1,280,000 for
the year ended October 5, 1974. Assuming that the acquisition had been made as of the beginning of
the most recent fiscal year, the combined results of operations of the company and such business for
that period, on an unaudited pro forma basis, would have been as follows: net sales—$474,041,000; net
loss—$672,000; net loss per share—$.56.
Management believes that the results of operations of the acquired business for the year ended
October 5, 1974 are not indicative of anticipated results of that business for periods subsequent to its
acquisition by the company because of significant changes made or to be made in the acquired busi
ness, including reduced rental payments and reductions in or elimination of substantial executive and
clerical position costs.
ROHM AND HAAS COMPANY
(10) Contingent Liabilities and Commitments
••••

In January 1975 the company agreed to acquire the assets of the polycarbonate sheet manufactur
ing facilities of Rowland, Inc., Kensington, Connecticut, for $4,500,000 plus the assumption of certain
liabilities. The transaction is subject to the approval of Rowland stockholders and will be accounted for
by the purchase method in 1975.
ROYAL INDUSTRIES, INC.
Note 4—Acquisitions:
••••

On February 25, 1975, Royal entered into an agreement to purchase certain properties and assets
of the World Bestos Company, a division of The Firestone Tire & Rubber Company, for $3,500,000,
subject to adjustment based on the actual value of physical inventories at the closing date. The closing
may be no later than March 31, 1975 and is conditioned upon the consummation of a sale and leaseback
of certain of Royal’s real property. Royal has also agreed to indemnify Firestone for certain excess
costs, as defined, in an amount not to exceed $150,000 whether or not the agreement is consummated
and to pay Firestone an additional $150,000 if the agreement is not consummated.
TESORO PETROLEUM CORPORATION
Note J —Contingent Liabilities and Commitments
••••

The Corporation has entered into an agreement to obtain the coal-related assets of Buckhorn
Hazard Coal Corporation for up to 150,000 shares of the Corporation’s common stock and the assump
tion of certain of Buckhorn’s liabilities. Effective October 1, 1974, the Corporation began operation of
the Buckhorn properties under interim operating and equipment lease agreements. The consumma
tion of the Buckhorn acquisition is scheduled for mid-December, 1974.
••••

THE WICKES CORPORATION
14. Subsequent Events:
On February 19, 1975, the Company completed the purchase, as of January 27, 1975, of 34
wholesale building materials distribution centers located in 20 states from Evans Products Company.
The purchase price (approximately $20,500,000) consisted of $10,000,000 in cash, a promissory note for
$5,500,000, approximately $3,300,000 of accounts receivable collected by Evans between January 27
and February 19, 1975 and the assumption of $1,700,000 of liabilities. Unaudited sales of the acquired
centers for calendar year 1974 were approximately $108,000,000.
••••

ACQUISITION OF THE REPORTING COMPANY’S
OUTSTANDING COMMON STOCK
BY ANOTHER COMPANY
ALDRICH CHEMICAL COMPANY INC.
(8) Subsequent Events
On January 30, 1975, Aldrich signed a letter of intent to consolidate with Sigma International,
L td., which is a producer and distributor of an extensive line of biochemical and organic products,
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components for strut systems used to support shelves, pipes, conduit and lighting fixtures, and a
limited line of specialty chemical formulations. This consolidation would be accounted for by the
pooling of interests method. The two companies would consolidate as subsidiaries into a new corpora
tion and the new company would issue two shares of its stock for each of the presently issued and
outstanding shares of Aldrich and one share of stock for each of the presently issued and outstanding
shares of Sigma. The letter of intent to consolidate is subject to a ruling by the Internal Revenue
Service that the proposed transaction will qualify as a tax free transaction, approval by the Boards of
Directors of each of the companies, and by the stockholders of each of the companies as well as
approval and determination of certain other provisions.
••••

DORIC CORPORATION
10. Possible merger
In January, 1975 the Company and Esmark, Inc. announced their intention to enter into an
agreement under which the Company would be merged into Esmark. The agreement is to provide for
an exchange of Esmark common stock for all outstanding shares of the Company’s common stock at
the rate of .46 of a share of Esmark for each share of Doric. The merger is subject to obtaining
approval of the Doric stockholders and the satisfaction of other conditions.
GOLDEN WEST FINANCIAL CORPORATION
Note B—Acquisitions
••••

The Company entered into an agreement with Trans-World Financial Co. (Trans-World) as of
January 27, 1975 whereby Trans-World would merge with the Company. Trans-World shareholders
are to receive .9 of a share of voting convertible preferred stock of the surviving corporation for each
share of common stock of Trans-World for a total of approximately 2,500,000 shares. Common
shareholders of the Company will remain as common shareholders of the surviving corporation holding
the same number of shares. The preferred stock is to pay an annual dividend of $.78 per share, and it is
callable after the common stock of the surviving corporation has traded at $22.75 per share and after
satisfying certain other conditions. The transaction is to be accounted for as a purchase by the
Company. Trans-World has assets of approximately $697 million at December 3 1 , 1974. As part of the
transaction the Association and World Savings and Loan Association (of California), a wholly-owned
subsidiary of Trans-World, are to be merged. The Agreement is subject to stockholder approval of
both the Company and Trans-World, as well as various regulatory approvals.
HELME PRODUCTS INC.
10. Subsequent Events: On January 28, 1975, it was announced that the Boards of Directors of
General Cigar Company, Inc., and Helme Products, Inc., had approved in principle, the terms of a
proposed merger which would result in Helme Products, Inc., becoming a subsidiary of General Cigar
Company, Inc., and that all respective officers of both companies had been authorized to proceed with
the preparation of the appropriate documents for submission to the stockholders of each company.
Under the terms of the proposed merger, each outstanding share of Helme stock would be
converted into $4.40 in cash, $5.00 principal amount of 8% subordinated debentures due 2005 convert
ible into one (1) share of General Cigar common stock for each $15.00 principal amount of debentures,
and callable immediately at 105% of principal amount and reducing thereafter, and $5.00 principal
amount of 11½% subordinated debentures due 2005.
Consummation of the transaction is subject to the preparation of formal agreements, stockhold
ers’ approval and customary review procedures.
LATROBE STEEL COMPANY
8. Merger of the Company: On February 6, 1975 the Company signed an Agreement and Plan of
Reorganization with The Timken Company. If approved by Latrobe Steel Company’s shareholders,
and the other conditions to the effectiveness of the merger are satisfied, The Timken Company will
exchange .48 (48/100) share of its common stock for each share of the Company’s common stock.
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McCRORY CORPORATION
(19) Other Significant Events
In March and April of 1975, the Boards of Directors of McCrory and Rapid, respectively, an
nounced that they had approved in principle a merger of McCrory with a wholly-owned subsidiary of
Rapid pursuant to which holders of common stock of McCrory would receive one-half of a share of
Rapid common stock for each share of McCrory common stock.
The merger is subject to a number of conditions, including consent of bank lenders to both
companies, the execution of a definitive agreement between the parties and stockholder approval.
On April 29, 1975, Rapid’s Board of Directors authorized a proposed additional investment of
approximately $40,000,000 in McCrory. This investment is contemplated to be in the form of a
subordinated note, junior to all trade debt, and convertible into a redeemable junior preferred stock.
The investment is subject to approval of Rapid and McCrory bank lenders. The issuance of the junior
preferred stock is also subject to the approval of the McCrory stockholders.

TERM INATION OF ATTEMPTS TO COMBINE
EASTERN GAS AND FUEL ASSOCIATES
11. Proposed Acquisition
In July, 1974, the Association entered into an agreement to purchase the assets of Associated
Truck Lines, Inc. (ATL) of Grand Rapids, Michigan for a purchase price of approximately $20,900,000
cash and the assumption of ATL’s liabilities. Consummation of this transaction is subject to certain
conditions, including, among other things, approval by the Interstate Commerce Commission (ICC).
In connection therewith, a newly-formed, wholly-owned subsidiary of the Association filed an applica
tion with the ICC for authority to purchase the operating rights and properties of ATL. The agree
ment may be terminated by either party if the closing shall not have occurred by October 31, 1975. In
March, 1975, the Association informed ATL that it does not intend to agree to any extension of that
date and that in its judgment, given the present status of the ICC proceeding, the necessary approval
by that Commission cannot be obtained in time for the closing to occur by that date.

SHOPWELL INC.
11. Agreements with The Bohack Corporation
On November 11, 1974, the Company entered into an agreement with The Bohack Corporation, a
New York-based supermarket chain. The agreement provided that Bohack would be merged into a
new Shopwell subsidiary. Bohack is currently operating under Chapter XI proceedings. The consum
mation of the merger was subject to certain conditions including, among others, approval by Shopwell
of the Plan of Agreement in Bohack’s Chapter XI proceedings. Because, among other things, Shopwell and Bohack were unable to agree upon mutually acceptable terms of a Plan of Arrangement, the
agreement of merger was terminated by the parties on March 21, 1975. Pursuant to certain other
agreements, the Company supplies certain food and nonfood items to Bohack. The Company’s receiv
able from Bohack resulting from such sales has approximated $500,000 each week, payable the follow
ing week, constituting a priority claim in the Chapter XI proceedings, and is secured by certain
assets. These agreements are presently terminable by either party on seven days notice.
STANDARD OIL COMPANY (INDIANA)
Subsequent Event. In January, 1975, the Board of Directors decided to terminate further consid
eration of the acquisition of Occidental Petroleum Corporation. For several months, the company had
been evaluating the desirability of combining the two companies.
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IV

CHANGES IN AUTHORIZED OR OUTSTANDING CAPITAL STOCK
OTHER THAN IN BUSINESS COMBINATIONS

Twenty-two examples are presented of the disclosure of changes after the balance-sheet date
in authorized or outstanding capital stock other than in business combinations. The examples are
classified according to type of change.

EXCHANGE OF ONE TYPE OF CAPITAL
STOCK FOR ANOTHER
GULFSTREAM LAND & DEVELOPMENT CORP.
10. Stockholders’ Equity
Pursuant to the certificate of incorporation of the Company, on July 1, 1973, the Class A common
stock was automatically converted into common stock on a one-for-one basis and the authorized Class
A common stock was cancelled.
• • • •
INSTRUMENT SYSTEMS CORPORATION
Note 11—Subsequent Event:
In November, 1974, the Company made an exchange offer to its common stockholders. Under the
offer, the Company has offered to exchange shares of a newly created Second Preferred Stock, Series
1 in exchange for up to 7,000,000 shares of Common Stock (to be increased to a maximum of 9,000,000
shares at the option of the Company) presently outstanding. The rate of exchange is one share of
Second Preferred Stock, Series 1, for every ten shares of Common Stock offered for exchange. The
expiration date of the exchange offer is January 21, 1975, unless extended by the Company for a
period of not more than thirty days. The Second Preferred Stock, Series 1 is convertible back into
Common Stock on the basis of ten shares of Common Stock for each share of Second Preferred Stock,
Series 1.
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RETIREMENT OF STOCK IN TREASURY
VEECO INSTRUMENTS INC.
Note K—Event (Unaudited) Subsequent to the Date of the Accountants’ Report:
On December 10, 1974 the Board of Directors approved the retirement of 593,093 shares of
Common Stock held in the treasury.

PURCHASE OF OUTSTANDING STOCK
AMERICAN MEDICAL INTERNATIONAL, INC.
(9) Subsequent event
Subsequent to August 31, 1974 the company has continued to acquire its own stock in the open
market. Approximately 208,000 shares have been repurchased at an average cost of $2.96 per share.
HCA-MARTIN, INC.
1. Post Balance Sheet Event and Pro Forma Information
The unaudited pro forma balance sheet at December 31, 1974, gives effect to the purchase on
January 8, 1975, by the Company of 900,000 shares of its common stock for $9,000,000 from Bernard
Klebanow, formerly a president and a principal shareholder, under a purchase and sale agreement
dated December 16, 1974 (see Note 10 for litigation pertaining to this transaction). The Company paid
$6,361,000 in cash (including attorney fees and other related costs of $361,000) and issued $3,000,000 in
notes. The notes are in $1,000,000 amounts and are payable on October 15, 1975, January 1, 1977, and
April 1 , 1978, with annual interest equal to the minimum prevailing commercial lending rate of a major
New York bank. The Company intends to cancel and retire the treasury stock purchased. Accord
ingly, the cost of the treasury stock ($9,361,000) has been eliminated by a charge to common stock
account for the par value of $2,700,000 and a charge to retained earnings account of $6,661,000.
A computation of supplementary earnings per share as at December 31, 1974, assuming that the
reacquired shares had been purchased on January 1, 1974 follows:
Year Ended
December 31,
1974
Historical net income for the y e a r..................................................................................
$6,626,000
Pro forma adjustments:
Reduction in interest income for the year as the result of
$6,361,000 in cash not being available for investment...........................................
(475,000)
Interest expense for the year on $3,000,000 in notes issued...................................
(325,000)
Income taxes applicable to pro forma adjustm ents...................................................
415,000
Pro forma net income for the year..................................................................................
$6,241,000
Supplementary earnings per share based on pro forma shares
outstanding of 1,967,361 ............................................................................................... ..........$3.17

STOCK DIVIDEND OR SPLIT
AMERICAN BANK AND TRUST CO. OF PA.
10. Subsequent Event
On January 16, 1975, the Board of Directors approved the distribution of a 10% stock dividend to
shareholders of record on March 14, 1975. After giving retroactive effect to the stock dividend,
earnings per share would be as follows:

Income before securities gains & losses
Net Income
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1974
$2.10
$2.12

1973
$2.04
$2.05

1972
$1.85
$1.89

In addition to the above stock dividend, the Board of Directors authorized each shareholder of
record on March 14, 1975, to subscribe to—up to—and including 25 additional whole shares plus any
fractional share necessary to round out his holdings as a result of the stock dividend referred to above.
The subscription price will be set at the mean between the bid and ask price reported on the National
Association of Securities Dealers Automatic Quotation System (NASDAQ) as at March 10, 1975.
MILGO ELECTRONIC CORPORATION
Note 10—Subsequent Stock Dividend
On December 16, 1974, the Board of Directors declared a five percent stock dividend as of the
record date of January 10, 1975, payable February 14, 1975. Market value of Milgo common stock on
the declaration date was $6.50. Settlement of fractional share interests will be made in cash, based
upon the last sale on the date of record.
Although the exact effect on shares outstanding will not be known until the record date due to
fractional share settlements, retroactive application of the stock dividend would reduce earnings per
share by approximately 5% for 1974 and any other prior years adjusted for comparison purposes.
As of the date of declaration, retained earnings will be decreased by the number of shares issued
multiplied by $6.50 plus the cash settlement for fractional shares. Common stock will be increased $1
for each stock dividend share issued and capital in excess of par value increased by the remainder,
exclusive of cash settlements for fractional shares.
QUESTOR CORPORATION
Subsequent event: On February 6, 1975, the Board of Directors declared a 2% common stock
dividend on its outstanding common stock payable from treasury shares on April 30, 1975. The cost of
these 165,604 shares, $2,333,000, will be credited to treasury shares with charges of $954,000 to
retained earnings (representing market value at date of declaration) and $1,379,000 to additional
paid-in capital. After giving retroactive effect to this dividend, the loss per share for 1974 will be $.37,
earnings per share for 1973 will be $1.11 and the conversion rate for the convertible preferred stock
will be 1.665.
THE WILLIAMS COMPANIES
Note 9—Stockholders’ Equity
• • • •

On January 20, 1975, Williams declared a two-for-one common stock split payable to stockholders
of record on February 10, 1975. After the split, each outstanding warrant (expiring January 1, 1976)
will represent the right to purchase two shares of common stock at $10.00 per share, each share of
preferred stock will be convertible into 1.8 shares of common stock and each option will represent the
right to purchase two shares of stock at the same aggregate exercise price.

ADOPTION OF STOCK COMPENSATION PLAN
ACME-HAMILTON MANUFACTURING CORPORATION
Note L:
Subsequent Event
On December 10, 1974, the Board of Directors approved a Stock Bonus Plan for officers and
executives of the Company subject to shareholders’ approval. The maximum number of shares of
common stock which may be awarded under the Plan will not exceed an aggregate of 135,000.
DONALDSON COMPANY, INC.
Note F —Common Stock Options
• • • •

In August 1974 the Board of Directors of the Company adopted a Master Stock Compensation
Plan which would reserve 100,000 shares of Common Stock for issuance to eligible employees through
either qualified or non-qualified stock options. The plan is subject to approval of the shareholders at
the next annual meeting.
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FLOWERS INDUSTRIES, INC.
Note 5—Capital Stock:
••••

Subsequent to the end of fiscal 1974, the company adopted a Performance Share Plan for key
employees under which the Board of Directors may award Performance Shares, each of which is
equivalent to a share of the company’s common stock. Shares, once awarded, will be earned only to the
extent that the company achieves stated cumulative growth rates in net income per common share
over a four-year period. Payments to participants will be made four years after the date of the award
through issuance of the company’s common stock and/or payment in cash. The initial awards made on
October 3, 1974, amounted to 39,659 shares. The cost of the awards made under the Plan will be
charged to income over the applicable four-year period.
NOXELL CORPORATION
5. Stock Options
The 1974 Qualified Stock Option Plan was approved by the stockholders on March 13, 1974, to
supersede the 1964 Qualified Stock Option Plan, which expired April 15, 1974. The 1974 Plan is similar
to the 1964 Plan, and provides that the option price be at least 100% of the fair market value on the
date of grant. Additionally, options become exercisable in cumulative annual installments of 25%,
starting one year after date of grant, and expire after five years.
At December 31, 1974, 545,850 shares (308,404 in 1973) of Common Stock, Class B (non-voting)
were reserved under both plans for sale to key employees. Options were exercisable as to 25,150
shares (15,650 shares at December 31, 1973).
During 1974, 2,500 shares (8,420 in 1973) of Common Stock, Class B (non-voting) were issued
from the treasury at a cost of $3,000 ($9,000 in 1973) upon the exercise of options. Proceeds in excess of
the cost of treasury stock, aggregating $37,000 ($124,000 in 1973), and $231,000 of income tax benefits
in 1974 not related to net income, were credited to additional paid-in capital.
Options outstanding under the stock option plans, and transactions in 1974 and 1973, are sum
marized below:

Outstanding, January 1, 1973
Options granted
Options exercised
Outstanding, December 31, 1973
Options granted
Options exercised
Options forfeited
Outstanding, December 31, 1974

Shares
39,570
17,850
( 8,420)
49,000
50,950
( 2,500)
( 1,350)
96,100

Option Price
$14—41
48—55
14—19
16—55
9—32
16
9—55

On January 15, 1975, the Board of Directors recommended approval of an amended 1974 Plan to
provide for non-qualified stock options with terms of not more than 10 years. Subject to stockholder
approval, the 1974 Plan will be known as the 1975 Noxell Employees’ Stock Option Plan.

IMPLEMENTATION OF STOCK COMPENSATION PLAN
CENTRAL ILLINOIS LIGHT COMPANY
(4) Capital Stock
• • • •

In 1974, the Company amended the Employees’ Savings Plan to provide that effective January 1,
1975, the trustee of the plan will buy common stock of the Company directly from the Company. The
purchase price of the stock is the average of the high and low prices on the New York Stock Exchange
during the first three days the stock is traded each month. Previously, the trustee purchased the
common stock on a national securities exchange or elsewhere. In January, 1975, the trustee purchased
and the Company issued 17,000 shares of its common stock for which it received proceeds of $213,563.
At December 31, 1974, 71,700 shares were designated for issuance under the Employees’ Savings
Plan.
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ROCKOWER BROTHERS, INC.
Stock Options
• • • •

The options outstanding at December 28, 1974 were exercisable at prices ranging from $7.25 to
$16.75 a share (market prices at dates of grant). On January 2, 1975 certain option holders were
granted modified options (53,900 shares) at $5.25 per share on condition that unexercised options were
returned for cancellation. The modified options are not exercisable by the holders until the original
terms of the cancelled options have expired. The remaining unmodified options (15,400 shares) are
exercisable at prices ranging from $8.75 to $10.38 a share (market prices at dates of grant). They
become exercisable in equal annual instalments over a four-year period beginning one year from date
of grant on a cumulative basis. At December 28, 1974, there were 47,550 shares available for future
grant of options under all plans.
• • • •

SABINE ROYALTY CORPORATION
7. Subsequent Events
• • • •

On January 8, 1975 nonqualified stock options for 21,200 shares at $28 per share (market price at
date of grant) were granted to certain key officers and employees under the terms of the 1969
Employee Stock Option Plan (see Note 5).
• • • •

SALE OF STOCK OTHER THAN UNDER
COMPENSATION PLANS
AUSTRAL OIL COMPANY INCORPORATED
(3) Agreement With The Superior Oil Company—
Pursuant to an agreement with The Superior Oil Company (“Superior”) dated January 20, 1975,
the Company, on January 27, 1975, (a) sold 835,700 shares of its common stock to Superior for a cash
consideration of $14,207,000 ($17 per share); (b) retired $13,000,000 of its indebtedness to banks; and
(c) issued to Superior a warrant to purchase 240,000 shares of the Company’s common stock at $25 per
share during the period January 27, 1977 to January 27, 1982. The agreement provides that (a) the
Company, at its option exercisable January 27, 1977, may borrow from Superior up to $6,000,000 for
five years at the New York prime interest rate; (b) Superior may exercise the warrant by exchanging
the Company’s note if the Company has borrowed against the $6,000,000 loan commitment and/or with
cash if the Company has borrowed less than the full amount available under the loan commitment; and
(c) the Company will not issue any preferred stock until the aforementioned warrant is exercised or
has expired.
Presented below is a pro forma, condensed statement showing the effect of such transaction on
the Company’s financial position—

Current A ssets...............................................
Less—
Current maturities on long-term d eb t__
Other current liabilities............................
Working Capital......................................
Property and Equipment and Other Assets.
Long-Term D ebt............................................
Other Long-Term Liabilities.........................
Stockholders’ Investment..............................

December 31,
1974
Amounts
as Reported
$ 6,605,000
(1,493,000)
(1,580,000)
$ 3,532,000
48,895,000
(16,775,000)
(2,951,000)
$32,701,000

Effect of
Superior
Transaction
$ 1,207,000
1,000,000
$ 2,207,000
12,000,000
$14,207,000

Pro forma
Amounts
after Superior
Transaction
$ 7,812,000
(493,000)
(1,580,000)
$ 5,739,000
48,895,000
(4,775,000)
(2,951,000)
$46,908,000
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CALBIOCHEM
Note I—Subsequent Events
• • • •
3.
Stock Purchase Agreement. On January 6, 1975, the Board of Directors approved a stock
purchase agreement for 13,000 shares of the company’s common stock at $7.69 a share to an entity
owned by a director. Market bid price on that date was $8.00 a share. The shares were sold on January
30, 1975.
• • • •

MIDDLE SOUTH UTILITIES, INC.
5. Commitments and Financing
• • • •

In January 1975, the Company sold 7,000,000 shares of its $5 par value common stock. The net
proceeds from the sale of the common stock, $92,820,000, plus $4,200,000 of treasury funds, were used
to repay, in part, the Company’s outstanding bank loans.
• • • •

PUBLIC SERVICE COMPANY OF INDIANA, INC.
3. On January 14, 1975, the Company sold 1,300,000 additional shares of common stock through
underwriters at a price to the public of $32.50 per share. Net proceeds of $40 million were used to
repay $13 million of notes payable and the balance will be used for the Company’s construction
program.

CHANGE IN AUTHORIZED SHARES
SAN DIEGO GAS AND ELECTRIC COMPANY
6. Capital Stock
• • • •

On January 20, 1975, the Board of Directors amended the Company’s Articles of Incorporation
subject to shareholders' approval to increase the number of authorized shares of Preference Stock
(Cumulative) to 5,000,000.
SOUTHERN UNION GAS COMPANY
Preferred Stock
• • • •

In February, 1975, the Board of Directors, subject to approval of stockholders, proposed to
amend the Company’s certificate of incorporation to change the authorized cumulative preferred stock
to 1,500,000 shares with aggregate stated value not to exceed $60,000,000, and to make certain other
changes related thereto. The proposal also eliminates the authorized $25 cumulative convertible
second preferred stock.
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v
BORROWING

T w e n ty -s e v e n e x a m p le s are p r e s e n te d o f th e d isclo su r e o f e v e n t s occu rrin g a fte r th e
b a la n c e -sh e e t d a te th a t a re con n ected w ith th e b o rro w in g o f m o n e y b y th e re p o r tin g en ter p r ise.
T h e ex a m p les are cla ssified accord in g to ty p e o f e v e n t.

DELINQ UEN CY
JETERO CORPORATION
Note 2—Real Estate Investments:
• • • •
Notes and accounts receivable arising from projects sold
The Company’s primary note receivable is an 8 ¾ %, forty year note, secured solely by a subordi
nated lien on two apartment projects in Orlando, Florida, having an unpaid balance of $9,386,631 at
December 31, 1974. The Company has 8 ¼ % and 8 ½ %, thirty year, permanent loans aggregating
$8,099,604 on these projects. The permanent loans are also secured solely by the projects. Monthly
payments of principal and interest are $70,093 on the note receivable and $62,273 on the permanent
loans payable. The owner of these projects has made a significant cash investment in them; however,
at March 21, 1975 the owner was delinquent as to $140,186 of principal and interest on the note
receivable and has indicated that he may not make further payments to the Company because the
project has a substantial negative cash flow resulting from low occupancy and reduced apartment
rental rates caused by the general economic conditions of the Orlando area. Also, at March 21, 1975
the Company was delinquent as to $124,546 of principal and interest on the related permanent loans
payable. The permanent lender has notified the owner and the Company of the default on the perma
nent loans. The Company is presently negotiating possible settlements of the notes receivable and
payable with both the owner and permanent lender. Management is of the opinion that these apart
ment projects can become profitable in the future but that collection of the Company’s note receivable
on these two projects is uncertain at this time.
• • • •
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DEPOSIT IN ESCROW
WYLY CORPORATION
13. Litigation, Commitments and Contingencies
• • • •

Contingencies
At December 31, 1974, Wyly Corporation was contingently liable as guarantor of debt and lease
obligations of DATRAN approximating $3,800,000 (including approximately $3,100,000 which Wyly
Corporation has secured with $2,800,000 cash deposited in escrow in January 1975).
• • • •

ESTABLISHMENT OR ELIMINATION OF LINE OF CREDIT
BECTON, DICKINSON AND COMPANY
Note I—Subsequent Event
On November 1, 1974 the Company entered into a revolving credit agreement with a group of
banks permitting the Company to borrow up to $50,000,000 (initially at prime) for a three year period,
convertible into a term loan repayable over five years. Among other restrictions, the agreement
requires that the Company maintain not less than $100,000,000 of working capital and limits the
payment of dividends to one half of cumulative consolidated net income earned after October 1, 1973.
FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTMENTS
FIRST UNION MANAGEMENT INC.
6. Short-Term Financing
As of October 31, 1974, the Trust had lines of credit of $32,750,000. Terms under the lines of
credit include interest at the prevailing prime rate and require compensating balances to average
annually 20% of the used credit and 10% of the unused credit. During fiscal 1974 cash balances subject
to the average compensating balance requirements were approximately $6,000,000; and the average
interest rate on loans outstanding at October 31, 1974 was 11.42%.
Subsequent to October 31, 1974 the Trust reduced its lines of credit to $26,250,000 and repaid
$6,500,000 of borrowings under these lines of credit by utilizing its revolving credit agreement (see
below).
In 1973, the Trust negotiated a $20,000,000 revolving credit agreement with five banks to extend
until June 18, 1976. Among other things, terms of the agreement call for (a) interest at 120% of the
prevailing prime rate, (b) the payment of a fee of ½% per annum on the unused portion of the
commitment, (c) maximum liabilities, excluding subordinated and mortgage debt, of 2.5 times net
worth, as defined, (d) the maintenance of net worth, as defined, of $48,000,000, and (e) total short
term borrowings not to exceed $100,000,000.
In 1974 the Trust increased the amount of the revolving credit agreement to $25 million, in
creased the number of banks from five to eight, and extended the term to June 18, 1977. Terms of the
agreement, as amended, call for interest at 120% of the prevailing prime rate through June 18, 1976
and at 125% of the prevailing prime rate thereafter.
• • • •

HESSTON CORPORATION
2. Short-term bank borrowings and compensating balances
• • • •

Subsequent to year end, the Company increased its informal lines of credit with domestic banks to
$27,550,000. The Company has informally agreed to maintain the following nonrestrictive average
compensating balances with respect to these lines of credit: (1) 15% of lines of credit totaling
$4,050,000, and (2) 10% of the lines of credit totaling $23,500,000 plus 10% of the borrowings outstand
ing under these lines.
JACOBS ENGINEERING GROUP, INC.
4. Notes Payable
• • • •

The notes payable to bank under a revolving credit agreement as of September 30, 1974, were
borrowings under a $5,000,000 revolving line of credit, secured by $10,180,000 receivables of Pace as
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of that date, with interest payable at 4% above the daily prime rate. At September 30, 1974, the
interest rate on such borrowings was 16% and the unused amount of available credit was $2,327,000.
For the year ended September 30, 1974, the weighted average annual interest rate was 14½%, the
weighted average outstanding loan balance was $1,845,000, and the largest amount of aggregate
borrowings under this line at any month end was $2,995,000.
As of November 15, 1974, the Company is renegotiating this revolving line of credit, with
proposed terms whereby the Company will pledge all of its receivables as security for a $5,000,000 line
of credit, with interest payable at ½% above the daily prime rate.
SHELLAR-GLOBE CORPORATION
4. Long-term debt
• • • •

During November 1974, the Company entered into a credit agreement with a bank providing for
loans up to an aggregate of $10,000,000 through June 3 0 , 1975, at which date the Company can convert
the loans into a term note payable in twenty equal quarterly installments beginning December 31,
1975 through September 30, 1980. Interest is payable at ½ of 1% above the bank’s prime rate, and in
addition, the Company is required to pay a fee of ½ of 1% per annum on any unused portion of the total
credit commitment. If this agreement had been in effect at September 30, 1974, consolidated retained
earnings not restricted for payment of cash dividends would have been reduced to approximately
$7,000,000.
• • • •

WINNEBAGO INDUSTRIES INC.
Note 4. Notes Payable
The Company and its wholly-owned finance subsidiary, Winnebago Acceptance Corporation,
obtained a combined $30,000,000 line of credit during February, 1974 which expired subsequent to
August 31, 1974. Borrowings under the line were unsecured and bore interest at 118% of the prime
rate of the lending banks. There were no compensating balance requirements. At August 31, 1974
there were no amounts outstanding under the line of credit.
• • • •

RECEIPT OF LOAN PROCEEDS
AMERICAN MOTORS CORPORATION
Note D—Short-Term Bank Borrowings
• • • •

AM General Corporation, a wholly-owned subsidiary of American Motors Corporation, has a
Credit Agreement which provides for maximum borrowings of $25,000,000 to December 31, 1974,
with interest at ½ of 1% above the then current prime rate. No borrowings were made under this
Agreement during the year ended September 30, 1974; however, on October 23, 1974, AM General
borrowed $25,000,000. The assets of AM General are pledged as security for this borrowing and
American Motors Corporation, as guarantor, has agreed to various covenants relating to levels of
working capital, net worth and additional indebtedness. American Motors Corporation expects a
renewal of this Agreement.
FLORIDA ROCK INDUSTRIES, INC.
12. Subsequent event
On December 9, 1974 the Company borrowed $5,500,000 under a seven-year term loan agreement
with six banks and used substantially all of the proceeds to repay existing long-term debt (see Note 5).
The new unsecured loans are payable in 16 consecutive quarterly installments of $250,000 beginning
March 31, 1977 and four consecutive quarterly installments of $375,000 beginning March 31, 1981.
Interest is payable quarterly at the Chemical Bank’s prime rate through December 3 0 , 1976, at a rate
equal to ¼ of 1% above the prime rate from December 31, 1976 through December 30, 1978, and at a
rate equal to ½ of 1% above the prime rate from December 31, 1978 to maturity. The Company may
prepay the loans at any time without penalty. The agreement contains various covenants including a
requirement to maintain working capital at certain levels and limitations on payment of cash div
idends, redemption of capital stock, incurring additional indebtedness, giving security for indebted
ness, giving guaranties, making certain investments and incurring rental obligations.
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KIRBY INDUSTRIES, INC.
(2) Compensating Balances
• • • •

Subsequent to July 3 1 , 1974, the Company increased its lines of credit to $4,600,000 and borrowed
$3,000,000 under such credit agreements for a period of fifteen months.
MASONITE CORPORATION
(5) Bank Loans—
During most of the year, the company had short-term financing with several banks. The approxi
mate average annual borrowings outstanding were $7,800,000, with an approximate average interest
rate of 11%. As of August 3 1 , 1974, the company had borrowed $28,000,000 from the banks for 30 days
at the prime rate of 12%. Subsequent to August 31, some of these short-term notes have matured and
have been renewed, and outstanding borrowings have increased to $38,000,000 on November 15, 1974.
The company maintains average compensating balances of approximately 15% of its outstanding
borrowings pursuant to informal agreements with the lending banks. Normal daily deposits in the
banks are sufficient to cover this arrangement, and none of the cash balances are legally restricted as
to withdrawal.
OCEAN DRILLING & EXPLORATION COMPANY
Capital Employed
• • • •

Also, the Company had undrawn lines of credit with banks totaling $49,800,000 for long-term
borrowings at fluctuating interest rates. The terms of the lines of credit require that the Company pay
commitment fees, generally at an annual rate of ½%. In addition, early in 1975 the Company arranged
for $12,000,000 of production payment financing at fluctuating interest rates for development of the
Breme Field, offshore Gabon. The terms of this agreement require commitment fees at an annual rate
of ½% plus 10% of the bank’s minimum commercial lending rate.
• • • •

THE REYNOLDS AND REYNOLDS COMPANY
10. Contingencies and Other Commitments
• • • •

On October 31, 1974, the Company entered into a five-year $2,400,000 loan agreement col
lateralized by certain computers and peripheral equipment. The effective rate of interest is approxi
mately 13¼%.
• • • •

REFINANCING OR CHANGE IN TERMS
CALBIOCHEM
Note I—Subsequent Events
• • • •

4. Restructuring Debt with Teachers Insurance and Annuity Association. On March 27, 1975, the
company executed a letter agreement with Teachers Insurance and Annuity (TIAA) planning to
restructure the indebtedness of the company to TIAA. The provisions of the indebtedness to TIAA,
for which the company was not in compliance at December 31, 1974, were waived upon execution of
the aforementioned agreement (note E).
The L etter Agreement Provides For:
a. An amendment increasing the interest rate on the 9% collateralized note to 10%, ac
celerating the maturity date to January 2 , 1978, and cancelling the warrants to purchase 48,708
shares of the company’s common stock. Installment payments of $275,000 are due quarterly
beginning in 1975 with a final payment of $785,000 at maturity.
b. Cancellation of the 6¼% and 7% convertible notes by the issuance of a new 10% col
lateralized note aggregating the principal and interest then due. After application of an addi
tional principal payment to the note balances, the new note will be payable in quarterly install
ments of $275,000 from October 1, 1975 through January 3, 1977.
c. The above notes will be collateralized by land, land improvements, buildings and im
provements, subordinated liens on inventories and receivables, assignment of the company’s
interest in certain royalty agreements and liens on certain of the company’s patents.
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ESTERLINE CORPORATION
15. Events Subsequent to the Date of the Balance Sheet
In November, 1974, the Company made an offer to the holders of its 6¼% convertible subordi
nated debentures to exchange each $1,000 debenture for a 12½% nonconvertible subordinated deben
ture with a face value of $650. Approximately $3,900,000 of 614% debentures have been tendered. The
effect of the exchange offer will be to decrease long term debt and increase stockholders’ equity by the
difference between the fair market value of the new 1214% debentures and the face value of the 614%
debentures less related debt expenses and provision for income taxes. Interest and discount expense
will increase approximately $100,000 in fiscal 1975 and in subsequent years as a result of this transac
tion. The 1214% debentures will require sinking fund payments of 5% of the principal amount issued
commencing in 1981.
••••

JUSTICE MORTGAGE INVESTORS
G. Short-Term Bank Borrowings and Commercial Paper:
Short-term borrowings from commerical banks made pursuant to agreements for lines of credit
(aggregating $37,500,000 and $36,500,000 at September 30, 1974 and 1973, respectively) include
covenants restricting the pledging of assets, amount of loans and the extent and nature of additional
borrowings.
At September 30, 1974, the Trust was past due in payment of principal on a $3,000,000 bank note.
In addition, the Trust was not in compliance with certain covenants of its short-term bank loan
agreements. Subsequently, the Trust obtained waivers of these violations through December 31,
1974, from most of the banks and entered into negotiations for a new loan agreement. At January 6,
1975 substantially all short-term borrowings were past due and the Trust was again in violation of
certain covenants of its short-term loan agreements. Such violations may result in an event of default
under provisions of the Indenture dated February 1, 1973 (see Note H). The Trust is continuing its
negotiations for a new loan agreement. It is management’s opinion that provisions of any such new
agreement will include restrictions on the granting of loans and payment of dividends as well as
increased interest rates. It is also anticipated that any loans will be collateralized by liens covering
substantially all of the assets of the Trust. Continued operations of the Trust are dependent upon the
Trust’s ability to continue to arrange financing.
••••

PALL CORPORATION
Note 4—Debt
Long-Term Debt:
• • • •

Agreements relating to the above long-term debt impose numerous restrictions on corporate ac
tions, including the payment of dividends and working capital requirements. The most restrictive
provisions of the various long-term debt agreements require the Company to maintain consolidated
working capital (as defined) at $12,500,000 at July 3 1 , 1974 (subsequently amended to $12,000,000). At
July 31, 1974 consolidated working capital (as defined) was approximately $12,943,000, and retained
earnings subject to restriction was approximately $7,254,000.
• • • •

PEACHTREE DOORS, INC.
3. Short-term bank borrowing and compensating balances
A bank credit arrangement in effect through September 30, 1975 provides for unsecured short
term loans of up to $2,500,000 at ½% above the prime interest rate. At September 3 0 , 1974 borrowings
under this agreement were $1,800,000 (the maximum amount outstanding during 1974) at 12.5%.
Average daily short-term borrowings during 1974 were $761,000 with a weighted average interest
rate of 12.2%. Unused lines of credit available to the Company were $700,000 and $1,100,000 at
September 30, 1974 and 1973, respectively.
The Company has been expected to maintain an average compensating balance of $300,000 as
determined from the bank ledger records adjusted for the estimated average uncollected funds and for
balances required for services rendered on the Company’s account. The Company was not in com
pliance with the compensating balance arrangement at certain times during 1974 and at September 30,
1974.
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Subsequent to September 30, 1974 the compensating balance requirement was reduced to
$2 0 0 ,0 0 0 and the interest rate on short-term borrowings was increased to 1 % above the prime interest
rate.
PROVINCIAL HOUSE, INC.
Note 2. Short Term Borrowings
Short term borrowings at July 31, 1974 are at an average interest rate of 12.5% and the maximum
aggregate amount of such borrowings at the end of any month during the year was approximately
$1,360,000. There were approximately $1,175,000 average short term borrowings outstanding during
the year at an approximate weighted average interest rate of 10.5%, which was computed by applying
to the outstanding short term borrowings the monthly interest rate applicable to such borrowings
under the terms of agreements with the banks.
Subsequent to July 31, 1974 the Company consolidated its short term notes into two notes. They
are now secured by first and second mortgages on various properties along with certain restrictions on
capital base, mergers, reorganizations, and recapitalization.
PUERTO RICAN CEMENT COMPANY INC.
7. Long-Term Debt (including current portion)
• • • •

As of December 31, 1974 the Company has certain restrictions in relation to long-term loan
agreements with insurance companies (Loan Agreements), covering minimum working capital, the
amount of unsecured short-term borrowing, subordinated indebtedness and unsecured funded indebt
edness, investments in and advances to other persons, and dividend declaration.
Under the terms of the Loan Agreements the Company must reduce its short-term borrowings to
$2.5 million for at least 30 consecutive days during each fiscal year. If such condition is not met, the
holders of the notes may, at their option, call the long-term debt and accumulated interest, due and
payable immediately. The Company did not meet such condition during 1974 and obtained a waiver
from the holders of the notes for such year.
The Company is also obligated to maintain at all times a minimum working capital as defined by
such Loan Agreements. At December 31, 1974 the Company had $559,803 in excess of such minimum
requirements.
• • • •
A strike which began on January 31, 1975 at the Company’s major manufacturing facility in
Ponce, the reduced construction activity in Puerto Rico (and the resulting reduced demand for its
product), and the possibility of additional increases in costs of materials, labor, etc., create some
uncertainties in the ability of the Company to maintain compliance with the above-mentioned short
term borrowing and working capital conditions of the Loan Agreements. The Company has taken
certain steps and contemplates other actions to lessen the financial impact of these adverse conditions.

REPAYM ENT
BELL & HOWELL COMPANY
Note B—Investment in Bell & Howell Industrial Bank:
The Bell & Howell Industrial Bank is a 100% owned non-commercial bank acquired in December
1973 to facilitate Schools’ financing by purchasing students’ notes or granting loans to students
enrolled at Bell & Howell Schools. The financial condition of the Bank at the end of 1974 and 1973 is
shown below (in thousands of dollars):
1974
Assets:
Cash and other assets
Accounts receivable
Notes receivable
Total assets
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$

317
2,797
109,146
$112,260

1973
$

240
120
31,370
$31,730

Liabilities and equity:
Accounts payable and accrued expenses
Short-term notes payable to banks
8 ½ % note payable
Long-term notes payable to banks
Shareholder’s equity and advances from
Bell & Howell Company
Total liabilities and equity

$

948
10,000
25,000
50,000

26,312
$112,260

$

303
—

25,000
—
6,427
$31,730

At year-end 1974, the notes receivable consisted entirely of notes, guaranteed by the U.S.
Government under its Guaranteed Student Loan Program, from students or former students of Bell &
Howell Schools, and accounts receivable consisted principally of interest due on these notes. The notes
receivable mature in accordance with regulations under the Student Loan Program, are payable in
installments, and generally commencement of repayment is related to the date the student completes
his education. A substantial portion of the notes will be in repayment in 1975 and most of the notes are
expected to be repaid within the next seven years.
The 8 ½ % note payable, which was guaranteed by the Company, was repaid on February 14, 1975,
with a portion of the proceeds from the sale of $25,843,000 principal value of notes receivable to Bell &
Howell Schools. Notes receivables of $31,250,000 had been pledged by the Bank as security for this
note. The remaining debt of the Bank is not guaranteed by the Company or secured by a pledge of
assets.
• • • •

BRADFORD COMPUTER & SYSTEMS INC.
9.

Commitments and Contingent Liabilities
• • • •

A subsidiary of the Company was contingently liable at December 31, 1974 for drafts deposited
for immediate credit in the aggregate amount of $3,837,000. All were collected in due course subse
quent to December 31, 1974.
GOLDEN STATE FOODS CORP.
(11) Subsequent Events
The $2,000,000 of notes payable to bank represents two notes for $1,000,000 each, dated July 22,
1974 and August 1, 1974. These notes were repaid on September 5, 1974 and September 4, 1974,
respectively.
• • • •

METRO-GOLDWYN-MAYER INC.
10. Subsequent Events
Exchange Offer and Tender Offer for Convertible Debentures
An offer to exchange 10% Subordinated Debentures due 1993 for any or all of the outstanding 5%
Convertible Subordinated Debentures, which became effective on July 12, 1974, expired on Sep
tember 16, 1974. On the expiration date, an additional $333,000 face value of 5% Convertible Subordi
nated Debentures were exchanged for $216,450 face value of 10% Subordinated Debentures.
In October, 1974, the Company made a cash tender offer for its remaining 5% Convertible
Subordinated Debentures. The offer expired on November 18, 1974, and pursuant thereto the Com
pany purchased $13,533,000 principal amount of the Convertible Debentures (leaving $5,926,000
principal amount outstanding) for an aggregate cost of approximately $7,600,000. The offer resulted in
a nonrecurring gain before taxes of approximately $5,700,000 which will be included in income for the
first quarter of the year ending August 31, 1975.
NOEL INDUSTRIES, INC.
(4) Unsecured bank loan:
As of October 31, 1974, the Company had borrowed $3,400,000 under an unsecured line of credit
at an interest rate of ½% above the prevailing prime rate. During fiscal 1974, the maximum amount
borrowed was $4,000,000 and the average borrowings were approximately $3,500,000 at an average
interest rate of 10.8%. The interest rate at October 31, 1974 was 12%.
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The Company was expected to maintain an average compensating balance of 20% of the total
average bank loans outstanding. The Company was not in substantial compliance with this arrange
ment during fiscal 1974. Subsequent to October 31, 1974, the Company repaid $600,000, reducing the
unsecured bank loan to $2,800,000.
PUBLIC SERVICE COMPANY OF INDIANA, INC.
3. On January 14, 1975, the Company sold 1,300,000 additional shares of common stock through
underwriters at a price to the public of $32.50 per share. Net proceeds of $40 million were used to
repay $13 million of notes payable and the balance will be used for the Company’s construction
program.
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VI
LENDING

F ifte e n ex a m p les are p r e se n te d o f th e d isclo su re o f e v e n ts occurring a fte r th e b a la n ce-sh eet
d a te th a t are con n ected w ith th e len d in g o f m o n ey b y th e re p o r tin g en ter p r ise. T h e ex a m p les are
classified accord in g to ty p e o f ev e n t.

PAYM ENT TO BORROWER
NORTEK INC.
3. Notes Receivable:
• • • •
In January, 1975, the Company loaned an additional $300,000 to a company owned by the control
ling shareholder of Profit with interest at prime plus 3% collateralized by unsold land and, in part, by
the personal guarantee of the controlling shareholder of Profit. In addition, the Company agreed to
make an additional loan to NPI under the participation agreement up to a maximum of $300,000 at
prime plus 3½% (maximum 15%) under certain conditions.
PAY LESS DRUG STORES
Note 7—Commitment:
In 1972, the Company sold, at cost, certain land parcels purchased in 1971 for approximately
$1,700,000 to a developer. The Company has entered into a commitment with the developer for
construction of a Pay Less Store in a planned regional shopping center in Corte Madera, California. To
encourage the developer to continue his efforts with the regional center, on January 6, 1975 the
Company loaned the developer $1,700,000 bearing interest at seven per cent per annum due June 30,
1975 and secured by a first deed of trust on the land parcels.

REPAYM ENT
AMERICAN DISTILLING COMPANY
2. Other Receivables—Miscellaneous
During its years ended in 1965 and 1968 through 1974 the Company offered to make advances to
its employees for the purpose of buying shares of its common stock. At September 30, 1974 certain of
those employees who had elected to borrow under the offers owed the Company $336,542
(1973—$102,603) on such accounts. During October, 1974 two employees repaid their advances of
$118,540 from the proceeds of bank loans obtained by them totalling $185,000. The Company has
guaranteed these loans.
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AMERICAN SAFETY EQUIPMENT CORPORATION
7. Commitments and Contingencies
••••

C. The Company is a major supplier of passenger restraint systems for automobiles in the United
States. It supplies such systems to Chrysler Corporation, Ford Motor Company and American Motors
Corporation for installation as original equipment in new passenger cars and for sale by their acces
sories divisions. Together, sales to these customers during 1974 amounted to $37,952,000 and accounts
receivable from these customers were $3,081,000 at December 3 1 , 1974. Substantially all these receiv
ables were collected by February 28th.
FASHION TWO TWENTY INC.
3. Officers and Directors Receivable:
Subsequent to December 31, 1974, the officers and directors accounts and notes receivable were
reduced by cash payments of $119,842. Substantially all of the unpaid balance is evidenced by a
demand note bearing interest at the rate of 8% per year.

DEFAULT OF BORROWER
BANKAMERICA REALTY INVESTORS
Note B—Investments
• • • •

At July 31, 1974, the Trust had five investments aggregating $26,600,000 (including an equity
investment in land of $1,500,000) on which interest or rental income was in a nonaccrual status and
was being recognized as earned only as received in cash.
Included in the mortgage loans in a nonaccrual status was a second mortgage loan of $5,144,000
(subject to a prior lien of approximately $8,000,000) on which a notice of default had been filed. While
the ultimate disposition of this matter is uncertain, the Trust anticipates no loss of principal on this
investment.
In addition, the Trust has another investment included in the nonaccrual status aggregating
$11,100,000 and consisting of an equity investment in land and first and second mortgage loans. A
notice of default had been filed; however, on August 1, 1974, the Trust entered into an agreement
whereby a new lessor/borrower will replace the defaulting party and will make substantial cash
investments in the property over a period of years. The Trust has agreed to consolidate the existing
mortgage loans into a new first mortgage loan due in 1978 and has committed to advance additional
funds as may be required. Until such time as collectibility of interest and rents are assured, the Trust
will continue to recognize income as earned only as received in cash.
C.I. MORTGAGE GROUP
10. Events Subsequent to October 31, 1974
• • • •

As of January 2, 1975, the Trust also discontinued accruing interest on 23 additional loans, with
aggregate outstanding advances of $66,876,000 at that date. Interest income for 1974 includes
$6,177,000 received relating to these loans and $1,003,000 that has not been received.
FIDELCO GROWTH INVESTORS
Note 3—Investments
• • • •

In addition to the above investments not accruing interest or rent at November 30, 1974, there
was one investment which had matured but was unpaid at November 30, 1974 and three other loans
which were delinquent with respect to the payment of principal and interest for a period of more than
ninety days. The matured loan, a first mortgage construction loan representing an aggregate invest
ment of $833,190 secured by a completed motel in Tallahassee, Florida, was due November 19, 1974.
The Trust expects to provide the long-term financing on this motel. The three loans accruing interest
which were delinquent for over ninety days at November 30, 1974 are two first mortgage construction
loans representing an aggregate investment of $803,841 on which a substantial portion of the interest
owing the Trust was paid shortly after November 30, 1974 and a short-term second mortgage repre-
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senting an aggregate investment of $1,073,150 secured by a substantially completed apartment com
plex in Pine Hill, New Jersey. Although scheduled principal payments of $450,000 on this latter loan
were past due for the period August 20, 1974 to November 2 0 , 1974, interest payments were less than
sixty days delinquent at November 30, 1974. Subsequent to November 30, 1974, the Trust demanded
payment of the entire balance of this loan as a result of the defaults in the payment of principal and
interest and ceased accruing interest on this investment. Accrued interest on this investment at
November 30, 1974 totalled $21,772.
• • • •

GOULD INVESTORS TRUST
(Note K)—Certain Events Subsequent to September 30, 1974:
• • • •

In November, 1974, Hartfield-Zodys, Inc., a chain of discount department stores, filed under
Chapter 11 of the Bankruptcy Act. Hartfield-Zodys operates four stores under leases from the Trust
at a gross base annual rental of $516,000; and also operates five additional stores at locations covered
by a Trust’s mortgage with a carrying value of approximately $1,475,000 at September 30, 1974.
KAWECKI BERYLCO INDUSTRIES INC.
6. Subsequent Events
Included in sundry receivables at December 31, 1974 is a $600,000 promissory note of Interna
tional Chemalloy Corporation (Chemalloy) due February 28, 1975 which is collateralized by a pledge of
50.01% of the stock of Tantalum Mining Corporation of Canada Limited. On March 3, 1975 the
Company received a notice from the interim receiver appointed on February 25, 1975 in connection
with bankruptcy proceedings instituted against Chemalloy that the Supreme Court of Ontario,
Canada had issued an order on February 28, 1975 restraining the Company from exercising any rights
under or otherwise acting upon the agreement pursuant to which such promissory note was issued and
such pledge created. The Company has also been informed that the receiver is commencing an action
against the Company for recision and damages in connection with such agreement. The Company is
presently investigating the matter.
NORTH AMERICAN MORTGAGE INVESTORS
(2) Mortgage Loans
• • • •

During the first quarter of 1975 the Trust placed two additional loans totaling $5,100,000 on a cash
basis of income recognition; these two loans are secured by completed and income-producing motels.
Also during the first quarter of 1975, the Trust discontinued the accrual of interest on five additional
loans aggregating $14,900,000, effective January 1, 1975. Two of the loans totaling $4,700,000 are
warehousing loans, secured by a ski resort complex and a parcel of undeveloped land. The cash income
from the ski resort complex, if any, has not been remitted to the Trust because the warehousing
debtor is currently in Chapter XI proceedings. One of the loans with a principal balance of $9,400,000
is secured by a substantially completed high-rise condominium building. One of the loans with a
principal balance of $700,000 is secured by land and improvements thereon. The fifth loan of $100,000
is a second mortgage secured by a completed apartment project. Interest income reported on the
foregoing seven loans amounted to $2,400,000 in 1974 and $900,000 in 1973. The interest reported in
1973 reflects only a portion of that year, since some of these loans were originated during 1973.
The Trust believes that its total investment in these loans is sufficiently secured by the proper
ties’ underlying collateral value. The Trust will recognize income from the above properties as re
ceived.
• • • •

PITTWAY CORPORATION
Note 7—Commitment, Contingencies and Subsequent Events
• • • •

On February 25, 1975, the New York State Urban Development Corporation (UDC) defaulted on
payment of its Bond Anticipation Notes. Pittway has a $1,000,000 investment in these notes which is
included in marketable securities at December 31, 1974. UDC is continuing its efforts to solve its
financial crisis and expects that the defaulted notes, including accrued interest thereon, will be paid.
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FORECLOSURE OF MORTGAGE
GOULD INVESTORS TRUST
(Note K)—Certain Events Subsequent to September 30, 1974:
In October, 1974, the Trust and other participants received a deed in lieu of foreclosure on
industrial property in College Point, New York. The Trust’s basis in the mortgage at September 30,
1974 was $300,000.
In October, 1974, the Trust sold at a gain of approximately $121,000, a garden apartment complex
in Grand Rapids, Michigan, for cash of $150,000 above a mortgage of approximately $471,000.
• • • •

Subsequent to September 30, 1974, the Trust brought foreclosure actions on three mortgages
covering property in Florida and New York. A Receiver was appointed in two of these matters. The
Trust’s basis in these mortgages at September 30, 1974 was $370,350.
• • • •

C.I. MORTGAGE GROUP
10. Events Subsequent to October 31, 1974
From November 1, 1974 to January 2, 1975, the Trust: (1) acquired through foreclosure two
office buildings securing loans having aggregate outstanding advances of $4,724,000 at October 31,
1974 and (2) commenced foreclosure proceedings on 16 projects with total outstanding advances of
$34,580,000 at October 3 1 , 1974. Interest accruals on the above loans had been discontinued at October
31, 1974.
• • • •

THE UMET TRUST
Note 3—Investments in Mortgage Loans
• • • •

Subsequent to November 30, 1974, the following has occurred:
(1) Two of the seven properties subject to non-earning mortgage loans with principal and interest
of $1,942,348 and $64,366 respectively were acquired by foreclosure.
(2) The Trust has initiated foreclosure proceedings against one of the seven properties subject to
a non-earning mortgage loan with principal and interest of $2,300,000 and $99,507 respectively.
(3) The Trust has initiated foreclosure action on two earning mortgage loans with principal and
interest of $3,555,915 and $142,961 respectively. The borrower on one of these loans with principal and
interest of $3,000,000 and $127,042 respectively has filed for protection under Chapter XII of the
Federal Bankruptcy Act.
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VII
LITIGATION

T w e n ty -fo u r ex a m p les are p r e se n te d o f th e d isclo su re o f e v e n ts occurring a fte r th e balancesh e e t d a te th a t are con n ected w ith la w su its or p ro ceed in g s b efo re g o v er n m e n t re g u la to r y b od ies
in v o lv in g th e re p o r tin g en ter p r ise. T h e ex a m p les a re cla ssified accord in g to ty p e o f e v e n t.

INITIATION OF A SUIT OR PROCEEDING
ALLIED CHEMICAL CORPORATION
Commitments and Contingencies
• • • •
On January 29, 1975, the Company received a Statement of Claim embodying a formal claim for
arbitration pursuant to the Rules of Conciliation and Arbitration of the International Chamber of
Commerce by Arad Chemical Industries, Ltd., a government-owned Israeli concern, seeking damages
of approximately $67,000,000 in connection with the construction of a chemical plant at Mishor
Rotem, Israel. The papers, which are lengthy and complex, are under study by counsel for the
Company and no formal reply has yet been made. The Company is not at this time in a position to
express any opinion with respect to the claim of Arad although it appears to involve much the same
charges that the Company rejected over two years ago when the Israeli Government first made an
informal demand for compensation in an amount then unspecified.
• • • •
AMERICAN ELECTRIC POWER COMPANY, INC.
Power Supply and Delivery
• • • •
Besides the new coal-fired and nuclear capacity discussed earlier, the AEP System is planning to
add over 1.9-million kw in hydro-electric generation. Largest part of this capacity is our proposed Blue
Ridge Project, a 1.8-million-kw combination pumped-storage and hydroelectric development on the
New River. The project’s two dams and two lakes would be located primarily in Virginia, but the
upper lake would extend into North Carolina.
The Federal Power Commission granted a license for the project in June but made its effective
date January 2, 1975. Subsequently, on January 31, the U.S. District Court of Appeals of the District
of Columbia granted a motion by the State of North Carolina to stay the license pending a court
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decision on the merits of the license. Because the briefing procedures resulting from this action will
extend into the spring, it is doubtful that such a decision will be forthcoming before late summer.
The FPC’s action last June was taken 12 years after we had applied for a preliminary permit to
study the project’s feasibility and more than nine years after we had applied for the license itself. The
intervening years were filled with a series of hearings, during which was developed a massive and
comprehensive evidentiary record covering all aspects of the project, including, in detail, its recrea
tional and environmental aspects. The result was that an FPC administrative law judge approved the
project in three separate initial decisions. The Commission then granted the license, making it effec
tive, however, on the first business day of this year so as to provide the then 93rd Congress time to act
on then-pending legislation, the asserted purpose of which would have authorized a study of a portion
of the affected New River for possible inclusion in the National Wild and Scenic Rivers System.
Passage would have delayed or blocked the project—the real purpose of the proposed legislation.
Though the Congress did not enact this legislation last year, several similar bills have been
introduced in the new 94th Congress, and the State of North Carolina filed suits in two Federal courts
seeking to postpone the effective date of the license. The disposition of one of these suits was reported
above.
• • • •

BUNKER RAMO CORPORATION
17. Event (Unaudited) Subsequent to the Date of the Opinion of Certified Public Accountants
On February 18, 1975, the Company filed suit against the United States in the U.S. Court of
Claims. The suit arises out of two contracts (for military third party computer maintenance agree
ments referred to in Note 3) which were in effect from July 1, 1973 through October 3 1 , 1974, with the
government for maintenance of certain Air Force computer systems.
The principal charges being made are that the Air Force breached certain obligations which it had
to the Company in connection with two contracts, and that it failed to fairly consider the Company’s
proposal to provide similar maintenance services during the succeeding year. The suit seeks recovery
of $8,448,000 in damages.
THE DETROIT EDISON COMPANY
Note 10—Litigation:
• • • •

On February 10, 1975, an alleged class action was filed in the United States District Court for the
Southern District of New York against the Company, its independent accountants and one of its
managing underwriters, alleging violations of federal and state securities laws in connection with the
Company’s 4,000,000 share Common Stock offering in September, 1972. The complaint, filed by a
purchaser of 200 of the shares but seeking damages on behalf of all purchasers, alleges basically that
the financial statements contained in the Company’s prospectus failed adequately to disclose allegedly
material facts involving the “allowance for funds used during construction,” an item of non-operating
income reflected in the Company’s financial statements in accordance with the FPC Uniform System
of Accounts and the requirements of the MPSC. The suit also alleges that this required accounting
treatment is encouraged by regulatory commissions in an effort to avoid applications for higher rate
increases. In the opinion of the Company, its financial statements were prepared and were fairly
presented in accordance with generally accepted accounting principles and its prospectus and financial
statements compiled with all applicable regulatory requirements.
WHIRLPOOL CORPORATION
Note M—Other Commitments and Contingencies
• • • •

The Company has been advised by Sears, Roebuck and Co. that on January 20, 1975, Sears was
served with a summons and complaint in a civil action by a minority stockholder of Warwick Elec
tronics Inc. (57%-owned subsidiary) purporting to be a derivative suit for the benefit of Warwick.
Other named defendants include the Company and various current and former officers and directors of
the Company, Sears, and Warwick. The suit alleges that the defendants’ conduct adversely affected
Warwick’s operating results over the period 1968 to date, seeks an accounting from the defendants,
estimates the damages to be in the amount of $300,000,000, and seeks judgment in that amount on
behalf of Warwick. In addition the Companies are involved in various other legal actions arising in the
normal course of business. Management, after taking into consideration legal counsel’s evaluation of
such actions, is of the opinion that the outcome thereof will not have a material effect on the financial
statements.
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DEVELOPMENTS OF LITIGATION IN PROCESS
GENERAL PORTLAND INC.
Subsequent Event. On February 6, 1975, the City of Houston, Texas, joined by the Texas Air
Control Board, filed suit against the company in State Court in Houston alleging that the operations of
the company’s Houston plant constituted a nuisance and were in violation of the Texas Clean Air Act
as to particulate emissions and applicable rules and regulations of the Texas Air Control Board as to
opacity. The suit sought monetary fines and an injunction against operation of the plant in violation of
the Act and applicable rules and regulations. It is the company’s position in this suit that its Houston
plant is in substantial compliance with all valid pollution control requirements.
The company filed suit in 1974 in a Federal Court in Dallas against the State of Texas seeking a
declaratory judgment that the regulations promulgated by the Texas Air Control Board as to opacity
are unconstitutional. The City of Houston’s suit against the company is based partially on alleged
violations of such opacity regulations. On February 14, 1975, the company filed a motion in the Dallas
suit to abate or restrain the court proceedings in the Houston suit pending a determination of the
constitutionality of the regulations.
The State Court, on February 19, 1975, issued a temporary injunction as sought by the City of
Houston in its suit. On February 20, 1975, a Federal Court Judge in Dallas stayed the enforcement of
the temporary injunction granted by the State Court in Houston pending a hearing before a threejudge Federal Court, thus forestalling implementation of the Houston Court’s order. No date has yet
been set for this hearing. While the ultimate outcome of the Federal Court litigation cannot be
predicted, counsel has advised the company that the opacity regulations should be declared to be
unconstitutional.
On the basis of the foregoing, management is of the opinion that the City of Houston’s suit against
the company will not materially affect the consolidated financial statements of the company. The
Houston plant, which has an annual capacity of approximately 510,000 tons of cement, is one of nine
plants operated by the company with total annual capacity of 5,407,000 tons of cement. The net
carrying value of the production facilities of the Houston plant at December 31, 1974 was approxi
mately $5,550,000.
GETTY OIL COMPANY
Note 10 Litigation
••••

Under contract Getty Oil Company (Eastern Operations) Inc., supplies fuel required by the
Delmarva Power and Light Company’s power plant near Delaware City, Delaware, which furnishes
steam and electricity to the Delaware Refinery and thus is affected by fuel restrictions imposed on
Delmarva. State regulations and the state’s federally approved implementation plan required that fuel
having a sulfur content of 3.5 percent, or less, by weight, or a fuel mixture whose emissions can be
controlled to equivalent levels, be burned in the plant during 1973, with the fuel standard dropping to
one percent sulfur content, or less, by weight, or a fuel controlled to equivalent levels of emissions
commencing January 1, 1974. Promulgation of Regulation Number 2 by the Federal Energy Ad
ministration on November 27, 1973, superseded this latter requirement by prohibiting further sub
stitution of lower-sulfur fuels at power stations during the current energy shortage. Application was
made to the state of Delaware on November 6, 1973, for a variance to continue at the 3.5 percent
sulfur in fuel level until January 1, 1975. No action was taken by the state of Delaware on this
application until September 4, 1974, when an order was issued by the Secretary of the Department of
Natural Resources and Environmental Control that the variance request was denied. The state of
Delaware declared the energy shortage had been lifted and FEA regulations no longer preempt state
sulfur-in-fuels regulations approved by the Environmental Protection Agency. Getty Oil Eastern was
ordered to comply with the one percent sulfur regulation on September 20, 1974. On September 10,
1974, an attorney representing the Delaware Citizens for Clean Air served notice on Delmarva that
Delmarva had been in violation of the one percent sulfur regulation since January 1, 1974, and unless
the state of Delaware or the EPA Administrator filed a civil action to require compliance a citizen’s
suit would be filed in the U.S. District Court.
Delmarva and Getty Oil Eastern have appealed the secretary’s September 4, 1974, order to the
Delaware Environmental Appeals Board pursuant to Delaware law. On September 2 0 , 1974, Getty Oil
Eastern and Delmarva filed an action in the U. S. District Court for the District of Delaware seeking a
judicial determination of the conflict between the state’s DNREC and the FEA. The state of Delaware
has stayed the order requiring a switch to one percent sulfur fuel pending the outcome of the pending
litigation. The District Court has not made a finding on this matter and Getty Oil Eastern continues to
supply 3.5 percent sulfur fuel to Delmarva. It is estimated that to supply Delmarva with fuel contain
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ing a mixture of fluid coke, low-sulfur fuel oil and desulfurized refinery fuel gas meeting the one
percent standard will increase refinery operating costs (using a low-sulfur fuel oil price of $12.75 per
barrel) by about $33,000 per day. On January 29, 1975, the FEA advised the District Court that it
would modify its regulations to remove any impediment to the enforcement of the state of Delaware’s
order. Subsequent to the date of the auditor’s report, notice of such purported rule making was
published on February 14, 1975, and a hearing was held on March 6, 1975. No amended rule had been
promulgated as of March 23, 1975.
••••

INTERNATIONAL BUSINESS MACHINE CORPORATION
Litigation
In January 1969, the Department of Justice filed a civil antitrust complaint against IBM under
Section 2 of the Sherman Antitrust Act, charging the Company with monopolizing commerce in
general purpose digital computers in the United States.
In October 1974, the Department of Justice filed its pre-trial brief and on November 1, 1974 filed a
motion to amend its complaint to add allegations of attempted monopolization of trade in various plug
compatible peripheral devices which attach to IBM computer systems. Over IBM’s opposition the
Court granted the motion in January 1975, thereby considerably broadening the issues in the case.
The government continues to seek divestiture relief, requesting that IBM be reorganized into
several independent and competing organizations and that IBM be enjoined from continuing its
alleged monopolistic practices. A trial date originally scheduled for October 1974 was postponed at the
government’s request and a new trial date of February 18, 1975 has been scheduled.
••••

KENTUCKY UTILITIES COMPANY
Rate Relief
In November, 1973, the Company filed an application with the Public Service Commission of
Kentucky seeking authority to increase its retail electric rates so as to produce additional annual
revenue of about $13.4 million, based on a 12-month test period ending November 30, 1973.
In accordance with Kentucky law the Company placed the full amount of the increases into effect
on May 15, 1974, subject to refund of any amount not finally allowed.
On July 10 the Commission ordered the Company to put into effect new rate schedules which, the
Commission stated, would increase annual retail revenues in the test period by $7.3 million. The order
also required that any excess amounts collected be refunded with interest at six per cent per annum.
The Company, after the Commission denied a re-hearing, filed an action in Franklin County
Circuit Court asking that the case be remanded to the Commission with instructions to set rates
sufficient to produce the $13.4 million originally asked. The Consumer Protection Division of the office
of the Attorney General of Kentucky and the Lexington-Fayette County Urban Government also filed
actions asking the Court to remand the case to the Commission for the purpose of setting lower rates
than the Commission allowed. The three actions have been consolidated.
In the consolidated actions the Consumer Protection Division sought an interim order to require
the Company to place the Commission approved rates into effect and refund the excess amounts
collected on billings after August 19, 1974, the date the Commission denied the Company’s petition for
rehearing. However, on February 5, 1975, the Court, at the Company’s request, ruled that the
Company is entitled to a temporary injunction restraining enforcement of the Commission’s rate
order, and thus permitting continued collection of the rates put into effect May 15, 1974, until further
order of the Court.
••••

NORRIS INDUSTRIES, INC.
Note 9. Renegotiation and Pending Legal Matters:
••••

In 1973 the U.S. Government issued a complaint against the Company alleging that the acquisi
tion in 1970 of Pressed Steel Tank Co., Inc. violates Section 7 of the Clayton Act. In February 1975, a
consent decree was submitted to the court by which the Company would divest the products encom
passing the smaller cylinders and spray paint tanks along with associated plant and equipment within
an eighteen (18) month period or divestiture of all of Pressed Steel Tank within a thirty-six (36) month
period. Court approval of the consent decree is subject to a sixty (60) day waiting period during which
the Justice Department reserved the right to withdraw from the consent decree before it becomes
final. Net sales and net income of Pressed Steel Tank were $28,765,000 and $1,519,000 for 1974 and
$23,276,000 and $878,000 for 1973. In the opinion of management, there has been no diminution of
value of the Pressed Steel Tank business since its acquisition.
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TRANSAMERICA FINANCIAL CORPORATION
Note J —Litigation
The Company and its subsidiaries are defendants in various legal actions arising from the normal
conduct of the business, the more significant of which are outlined hereunder. The Company is
involved directly or indirectly in nine class action suits brought in California relating to the amount
and method of computing revolving credit charges and is a defendant in one class action suit, also
brought in California, involving compensation received for the sale of group credit life and disability
insurance. Similar suits have been brought against a number of other finance companies, banks and
retail merchants. The Company’s management believes that the ultimate liability of the Company in
these matters will not be materially greater than provided for in the financial statements.
Furthermore, Transamerica Title Insurance Company (Title) and 13 other title insurers have
been named as defendants in a class action suit charging the companies with combining to restrain
price competition in violation of California law. On April 9, 1973, the trial court stayed all court
proceedings, pending determination by the California Insurance Commissioner of those issues in the
complaint within his statutory and/or regulatory authority. On January 10, 1975, the appellate court
ordered the trial court to vacate the stay order. It is therefore expected that the case will proceed,
upon the trial court’s vacation of the stay order. Also, Title and 13 other title insurers have joined in
the defense of a class action suit brought against all savings and loan associations in California. Title’s
management believes that the ultimate liability of Title in these matters will not be materially greater
than provided for in the financial statements.
WESTINGHOUSE CREDIT CORPORATION
Litigation
• • • •

As mentioned in the allowance for losses section on page 19, four recreation land developers, to
whom WCC has made loans, are involved in legal actions. Three developers have been sued in
purported class actions in which Westinghouse Credit Corporation and others are also named as
defendants. The trial court denied class action status in one of the cases in January 1975. In each suit,
plaintiffs seek damages and rescission of lot sales. Two developers, one of whom is involved in a class
action suit, are in bankruptcy reorganization proceedings. WCC’s management believes that the
actions will not be certified as class actions, that WCC is not properly a party to the actions and that
the cases against WCC are without merit; accordingly, management believes that no material loss will
be incurred in connection with settlement of these matters.

FINAL COURT DECISION
AFFILIATED HOSPITAL PRODUCTS INC.
Note H—Contingent Liabilities
The Company is a defendant in litigation alleging unfair competition and breach of contract. In
1974, the United States District Court for the District of Maryland decided the issue of unfair
competition in favor of the plaintiff, and upheld the Company’s counterclaim for breach of contract. On
March 5, 1975 the Court decided the issue of damages for the plaintiff in the amount of $380,000 and
for the Company in the amount of $107,000 (net liability to the Company of $273,000). On the advice of
legal counsel the Company intends to appeal the Court’s award to the plaintiff. In the opinion of
management, the Company’s exposure in this suit (and the suit described in the following paragraph)
is such that any resulting liability would not have a material adverse effect on the accompanying
financial statements.
• • • •

AMERICAN ELECTRIC POWER COMPANY, INC.
Litigation
Several Suits are Pending
• • • •

In January 1975, a U.S. District Court awarded a Madisonville, Ky. man the sum of $4,766,403 in
a contract dispute with the AEP Service Corporation. The plaintiff had been serving as an AEP land
agent acquiring coal acreage in southwestern Indiana. When various disputes arose between the two
parties, AEP terminated the contract in mid-1971. A dispute as to the amount of compensation
payable then followed, and the former land agent thereafter brought suit. The company plans to
appeal.
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AMERICAN SMELTING AND REFINING COMPANY
13. Litigation
• • • •

On January 3, 1974 the Company announced that it had reached agreement to settle, as to the
Company, two actions under the antitrust laws begun in 1970 by two copper fabricating companies and
their subsidiaries against the major U.S. copper producers. The agreement provided, in part, for the
filling of a stipulation dismissing Asarco from these actions, with prejudice. A motion by the Company
to dismiss these suits was granted by a District Judge of the Federal District Court, Southern District
of New York by order dated February 11, 1975 and expected to be entered in the near future, subject
to a right of appeal by one defendant.
• • • •

ARMSTRONG CORK COMPANY
Litigation
In February, 1975, the Court of Appeals for the Third Circuit affirmed the earlier decision of the
United States District Court holding that the company infringed chemical embossing patents held by
Congoleum Industries, Inc. The decision applies only to the company’s United States manufacture of a
certain type of rotovinyl flooring during the period 1967 through 1972. A request for the review of this
decision by the Supreme Court of the United States is now being actively pursued.
In 1973 the disputed chemical embossing process used by the company was modified to avoid
further claims of infringement. The trial to determine if the modified chemical process infringes the
Congoleum patents has been held, and a decision should be forthcoming in 1975.
By January 1, 1975, the company had replaced the chemical embossing technique with a mechani
cal embossing process involving no question of patent infringement. Accordingly, any injunction
issued will not prevent the continued production of rotovinyl flooring by the company.
Suits also are pending in the United Kingdom and Canada involving comparable chemical embos
sing patents. Neither of these suits has reached the trial stage.
The amount of potential damages, if any, will not be known until all legal procedures have been
exhausted. However, with the sales of the disputed rotovinyl material constituting a relatively small
share of consolidated sales, it is management’s opinion that the potential liability could have no
material adverse effect on the business or financial position of the company.
BATH INDUSTRIES, INC.
Litigation
In December, 1966, Congoleum Industries, Inc. (“Congoleum”), a subsidiary, instituted a patent
infringement action against Armstrong Cork Company (“Armstrong”) in the Federal District Court
for the Eastern District of Pennsylvania. On February 23, 1972, Judge John B. Hannum of the
Eastern District Court filed findings of fact, discussions, conclusions of law and an order that judg
ment be entered in favor of Congoleum and against Armstrong, holding that Congoleum’s process and
product patents relating to chemically embossed vinyl foam floor coverings are valid and have been
infringed by Armstrong. Congoleum’s relief, in terms of an accounting for past damages and a perma
nent injunction, was deferred pending the disposition of further proceedings before the District Court
and an appeal taken by Armstrong to the Circuit Court of Appeals for the Third Circuit. Such further
proceedings related to the contention by Armstrong that Congoleum’s patents had been misused and,
accordingly, were unenforceable, at least during the periods of such misuse. This issue was the subject
of a separate trial conducted before Judge Hannum in January, 1973. On October 5, 1973, Judge
Hannum filed a decision holding that Congoleum’s patents had not been misused. Based on this and its
prior decision, the District Court, on April 5, 1974, entered a judgment final except for an accounting.
With that final judgment, all issues of the infringement action had been resolved in favor of Con
goleum and Armstrong’s appeal to the Circuit Court of Appeals was expanded to include the decision
against it on the issue of misuse and certain provisions of the final judgment. On February 10, 1975,
the Circuit Court of Appeals filed an opinion and judgment affirming, in all respects, the prior
decisions of Judge Hannum in favor of Congoleum. By virtue of the Circuit Court’s judgment, Arm
strong will be enjoined from making, using or selling any chemically embossed floor covering made by
the process held to have infringed Congoleum’s process patent or by any colorable variation of such
process. Such injunction is stayed until April 2, 1975, to afford Armstrong the opportunity to file a
petition for a writ of certiorari; to the United States Supreme Court. In the absence of a further stay,
the injunction will become final. A further hearing will be held before Judge Hannum to determine,
pursuant to an appropriate accounting, the amount of damages that shall be payable by Armstrong to
Congoleum.
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BRUNSWICK CORPORATION
Note 14—Legal Matters
In May, 1973, a judgment of $7,000,000 as trebled, including attorneys’ fees, was entered against
the Company in a jury trial in an action initiated in 1966 by Treadway Companies, Inc. The verdict
was in favor of three subsidiaries of Treadway for profits allegedly lost because of the Company’s
operation of competing bowling centers in claimed violation of Section 7 of the Clayton Act. The
bowling centers in question had been taken over by the Company following default by the previous
owners on installment notes payable to the Company for bowling equipment purchases.
The Company appealed the damage award to the U.S. Court of Appeals for the Third Circuit,
which dismissed the appeal because the judgments appealed from were not final. The trial court
subsequently entered an order directing that the damage award was final, and the appeal is again
pending before the Court of Appeals. Plaintiffs have cross-appealed on the matter of the award for
attorneys’ fees.
On January 9, 1975, the trial court entered a judgment order which requires that the Company
dispose of the four bowling center operations in question within fifteen months after all appeals from
the order shall have been completed. The Company is also enjoined from acquiring any existing
bowling center, but not from building new bowling centers, in the three areas involved in the litiga
tion. The Company is appealing this order.
As a result of the trial court’s adverse decision, the Company could be exposed to other lawsuits
of a similar nature with respect to some of its retail bowling establishments.
In the opinion of the Company’s legal counsel, the operation of the Company’s bowling centers has
been lawful, the verdicts returned and judgments entered against the Company in the Treadway
litigation are erroneous as a matter of law and should be set aside on appeal, and the Company should
prevail in any other litigation asserting similar claims.
• • • •

INTERNATIONAL BUSINESS MACHINE CORPORATION
Litigation
• • • •

In January and March 1972, the Telex Corporation instituted two lawsuits against IBM alleging
violations of the federal antitrust laws and claiming damages, which after trebling aggregated $1,084
million. These resulted in an amended judgment in November 1973 in which Telex was awarded
trebled damages of $259.5 million and certain injunctive relief. IBM’s appeal of this decision was
argued on May 14, 1974 in the United States Circuit Court of appeals for the Tenth Circuit, which
issued its ruling on January 24, 1975. The Court of Appeals found that IBM’s actions constituted valid
competitive practice and were neither predatory nor otherwise violative of the antitrust laws and
reversed the lower court’s decision with directions to enter judgment in favor of IBM. With respect to
IBM’s counterclaim, Telex was found by the lower court to have infringed IBM copyrights and
misappropriated IBM trade secrets. Its judgment on the counterclaim awarded IBM damages of $21.9
million, required Telex to return IBM confidential documents and placed certain restraints on Telex’s
use of former IBM employees. The Court of Appeals confirmed the counterclaim judgment in favor of
IBM but reduced the award of damages to $18.5 million. Further appeal by Telex to the United States
Supreme Court is a possibility.
• • • •

PIPER AIRCRAFT CORPORATION
SUBSIDIARY OF CHRIS-CRAFT INDUSTRIES, INC.
9. Litigation and contingencies
Bangor Punta Corporation currently holds approximately 52% (857,921 shares) of the Company’s
outstanding stock and Chris-Craft Industries, Inc. holds approximately 43% (708,300 shares) of the
Company’s outstanding stock. In an action brought against Bangor Punta by the Securities and
Exchange Commission, Bangor Punta has been ordered to offer rescission of an exchange offer made
by it in 1969 to the former shareholders of 110,802 shares of the Company’s common stock. If all such
persons accepted the offer of rescission, Bangor Punta would then own approximately 45% of the
Company’s outstanding stock. Bangor Punta is now in the process of preparing this rescission offer
and the Company has filed a registration statement and prospectus for use by Bangor Punta in its
rescission offer.
On November 6, 1974 a United States District Court in the Southern District of New York
determined the amount of damages payable to Chris-Craft and the scope of an injunction involving the
Company’s common stock, in action brought by Chris-Craft in 1969 against the Company, Bangor
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Punta and others. In March, 1973 the Court of Appeals held that Chris-Craft should receive money
damages from Bangor Punta, two of its directors (who are also directors of the Company), the First
Boston Corporation and three members of the family of the late William T. Piper, Sr. (including one
person who is also a director of the Company) and that Bangor Punta should be restrained from voting
a portion of its common stock of the Company for at least five years because of violations of the
securities law connected with the acquisition of such shares. The Court of Appeals’ decision also stated
that no liability should be imposed on the Company.
The District Court’s November, 1974 decision enjoins Bangor Punta from voting 231,002 shares of
the Company’s common stock for five years (commencing with the filing with the Court of the formal
decree, which is expected to occur shortly after the date of the decision) less the number of shares, if
any, returned to former Piper shareholders pursuant to the rescission offer referred to in the first
paragraph of this note (the voting injunction will not apply to any shares transferred to persons
accepting such rescission offer).
• • • •

OUT-OF-COURT SETTLEMENT
AMERICAN SHIP BUILDING COMPANY
6. SEC Action:
In August, 1974, the Company and its chief executive officer pleaded guilty to charges of conspir
ing to make corporate political campaign contributions and of arranging a corporate political contribu
tion to a Congressional candidate. Fines of $20,000 and $15,000 were imposed upon the Company and
its chief executive officer respectively. In April, 1974, in a related proceeding, the Company’s execu
tive vice president pleaded guilty and was fined $2,500 on charges of being an accessory after the fact
to an illegal $25,000 corporate contribution to the presidential re-election campaign in 1972.
In October, 1974, in a proceeding relating to the corporate political campaign contributions, an
action filed by the Securities and Exchange Commission against the Company and its chief executive
officer was terminated by entry of settlements by consent. Without admitting or denying the allega
tions of the complaint and without trial or adjudication of any issue of fact or law, the Company and its
chief executive officer each consented to the entry of a judgment and order of the Court permanently
enjoining each from violations of the reporting and proxy provisions of the Securities Exchange Act of
1934 and from making inaccurate entries in the books and records of the Company.
In October, 1974, in connection with the Commission action, the Board of Directors adopted a
resolution establishing a Special Review Committee consisting of a chairman unaffiliated with the
Company (Allan Kenneth Shaw, a retired banker), and two independent members of the Board of
Directors (Messrs. Sobel and Nederlander), to review the Company’s books and records with respect
to any unauthorized expenses charged thereon since September 1, 1970, and then to report promptly
to the Board of Directors its findings and recommendations. The Board of Directors, after indepen
dent review of the report, will take such action as it deems necessary and appropriate to implement
the Committee’s findings and recommendations, which will be advisory rather than mandatory; no
member of the Board of Directors who the Committee finds participated in the activities alleged in the
complaint will participate in the Board of Directors’ consideration of the report. As of December 17,
1974, the Committee had not completed its review. The Committee’s report also will be filed with the
Court and with the Commission, on or before February 4, 1975, unless an extension of time for such
filing is requested by the Committee and is consented to by the Commission. The Commission will
review the Committee’s report and the Board of Directors’ action thereon, and may determine to seek
other or further relief from the Court.
The Board of Directors has not yet determined whether the Company will seek reimbursement
for its fine, or for the legal fees and expenses paid on behalf of its employees and itself from any
persons in connection with the foregoing legal proceedings. These legal fees and expenses aggregated
approximately $400,000 and have been expensed in the 1974 consolidated statement of income. The
return of the $25,000 corporate contributions to former President Nixon’s re-election campaign in 1972
has been requested, together with the return of $75,000 contributed by Mr. Steinbrenner with his
personal funds. As of December 17, 1974, neither the corporate funds nor Mr. Steinbrenner’s personal
funds have been returned. The Board of Directors has not yet determined whether the Company will
seek reimbursement of corporate funds used for political contributions to Congressional campaigns.
Such matters will be considered by the Committee and by the Board of Directors, in connection with
its independent review of the Committee’s report.
Mr. Steinbrenner also entered into an undertaking to reimburse the Company, if and as deter
mined by the Board of Directors after its review of the Committee’s report. Pursuant to Mr.
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Steinbrenner’s instructions in January, 1974, the Company has been setting aside one-half of his net
salary as a contingent reserve for his reimbursement, if any.
The Company’s Federal income tax returns for the three fiscal years ended September 30, 1972,
are now under examination by the Internal Revenue Service Intelligence Division. The potential
financial liabilities arising from a finding that those deductions and any comparable deduction taken
for the fiscal year ended September 3 0 , 1973, should be disallowed, would be approximately 50% of the
aggregate amount of the payments so deducted, although the actual liability may be more if the
Internal Revenue Service were to seek to impose additional penalties and were successful.
HARDEE’S FOOD SYSTEMS, INC.
(17) Subsequent Events
(a)
On November 1, 1974, the Company announced an out-of-court settlement had been reached
with respect to litigation filed against the Company by one of its licensees, Franchise Enterprises,
Inc., for alleged breach of contract and violation of federal anti-trust laws. Under the terms of the
settlement, the Company agreed to modify its current arrangement for subroyalty payments, to sell
an additional number of licenses to the licensee at a discounted royalty fee, to approve certain future
license applications by the licensee, and to grant the licensee the opportunity to obtain exclusive rights
in certain North Carolina cities. The settlement is not expected to have any adverse effect on the
Company.
••••

KRAFTCO CORPORATION
Legal Matters
In January 1975, the Federal Trade Commission provisionally accepted a settlement of the
proceeding (mentioned in the 1973 Annual Report) involving Kraftco’s sale of its New York City milk
business to Deltown Foods. Under the settlement, among other things, Deltown must dispose of some
of the acquired assets and the license agreement under which Deltown is permitted to use certain of
the Company’s trademarks must be terminated by March 1976. The settlement is expected to become
final in March 1975.
••••

UNITED GAS PIPE LINE COMPANY
(2) Recapitalization, Term ination of Affiliation with Pennzoil Company, and Subsequent
Proceeding—
On March 13, 1974, United issued to Pennzoil, as a stock dividend, 1,000,000 shares of 9¾%
cumulative first preferred stock, $100 par value. On March 14, 1974, the common stock of United was
split, increasing from 500,000 to 9,918,000 the number of shares outstanding, and the par value per
share was changed from $100 to $1. On March 14, 1974, the Board of Directors of Pennzoil, declared a
dividend to Pennzoil common stockholders consisting of all the common stock of United. As a result of
this dividend and the cancellation of all shares not distributed in the dividend, Pennzoil disposed of all
its common stock ownership in United. In connection with the spin-off, Pennzoil made contributions to
United consisting of $10,000,000 principal amount of the indebtedness owed by United to Pennzoil and
$5,000,000 of the Federal income tax liability of United and its subsidiaries for the first quarter of
1974.
In May 1974, the FPC initiated an investigation into Pennzoil’s spin-off of United and related
transactions. Both companies were ordered to respond to certain allegations that the spin-off and
related transactions may be in violation of the Natural Gas Act. Both companies have denied any
illegality, and the matter is presently in the hearing stage before the Commission.
In September 1974, discussions commenced among representatives of United, Pennzoil and a
group of intervenors in the FPC proceeding regarding the possibility of resolving the issues raised in
the proceeding. In early February 1975, counsel for United, Pennzoil and most of the intervenors
reached agreement on a proposed settlement. Subsequently, the Boards of Directors of United and
Pennzoil approved this proposal. The FPC staff did not participate in the settlement discussions. The
settlement is subject to FPC approval.
Principal provisions of the settlement include, among other things: (1) the transfer by Pennzoil to
United for cancellation of all the United preferred stock held by Pennzoil; (2) an affirmation of the
disaffiliation of Pennzoil and its subsidiaries from United; (3) resolution of the issue (which is pending
in several of United’s rate proceedings as described in Note (11)) of the pricing of certain gas sold by
Pennzoil Producing Company, a Pennzoil subsidiary, to United through a commitment by Pennzoil
Producing to expend $120,000,000 over a five-year period in an effort to find and develop reserves in
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United’s service area; a minimum of $40,000,000 of this amount would be expended in an effort to
develop onshore gas reserves for sale, subject to certain conditions, to United in interstate commerce
on competitive terms (if such expenditures are not made, up to $40,000,000 is refundable to United for
refund to its jurisdictional customers); (4) the treatment of Pennzoil and its subsidiaries, in their
dealings with United and its subsidiaries, as “independent producers” of “independent production” for
rate and regulatory purposes; and (5) an agreement by Pennzoil that it would not, and would not
permit any subsidiary to, sell gas to any person other than United or a United subsidiary or affiliate
from leases now owned or acquired prior to July 1, 1979 in United’s onshore service area or in Federal
waters in the Gulf of Mexico, unless such gas had first been offered for sale to United. Under this last
provision, United would have, in effect, a right of first refusal to purchase gas on terms no less
favorable to the seller than the seller could obtain from another buyer, but Pennzoil’s obligations
would be subject to the condition that no adverse rate or regulatory treatment would impact upon the
seller in dealing with United, as opposed to another buyer. The settlement also provides that Pennzoil
would not demand payment of the United demand notes held by it (see Note (4)) prior to December 1,
1975 and that the obligation of United to maintain a purchase fund for the preferred stock (see Note
(7)) will be suspended so long as no party shall have withdrawn from the settlement and the FPC has
not rejected the settlement or taken action inconsistent with the terms thereof.
The final resolution of the FPC investigation is not presently determinable, and there can be no
assurance that the settlement will be implemented.
Alleged security holders of Pennzoil have filed a complaint in a U.S. District Court in Missouri
which names Pennzoil and its Board of Directors, United and the FPC as defendants and sues to
enjoin the settlement or, if injunctive relief is not granted, $150,000,000 as alleged damages from the
defendants other than the FPC. The complaint alleges that the settlement would constitute a “giving
away” of the assets of Pennzoil in violation of Section 12 of the Natural Gas Act and the antimanipula
tion and antifraud provisions of the Securities Exchange Act of 1934. United believes that the suit has
no substantive merit.

52

VIII
PURCHASE, SALE, OR LEASE OF PROPERTY OR INVESTMENTS

T w e n ty -fo u r ex a m p les are p r e se n te d o f th e d isclo su re o f th e in itia tio n or co m p letion o f th e
p u rch ase, sa le , or le a se o f p ro p erty or in v e stm e n ts a fte r th e b a la n c e-sh eet d a te. T h e ex a m p les are
classified accord in g to ty p e o f p ro p erty or in v e stm e n t.

COMMON STOCK
AEROSOL TECHNIQUES, INCORPORATED
Note G—Commitments, Contingencies and General Comments
• • • •

(4) On December 10, 1974, the Company entered into an agreement to acquire a 50% interest in
the outstanding common stock of a company in the business of developing and marketing an artifical
log product for a cash consideration of $50,000.
ALDRICH CHEMICAL COMPANY INC.
(8)

Subsequent Events

• • • •
In early 1975, Aldrich sold its investment of 94,238 shares of Hexagon Laboratories, Inc. This
investment which was carried on the books as of December 3 1 , 1974 at a cost of $178,808 and included
in current assets was sold for $600,100 for a gain, net of tax, of $295,000. The gain will be reported in
the 1975 financial statements.
HCA-MARTIN INC.
9. Martin Processing International
At December 31, 1974, the Company’s principal officers owned 50% of Martin Processing Interna
tional (“International”), a Belgian corporation. International is engaged in the processing and dyeing
of yam primarily for customers in Western Europe. Pursuant to an agreement effective January 1,
1973, the two principal officers, Messrs. Hermes and Klebanow, in consideration for the right to retain
a portion of royalties paid to them by International, agreed to make capital contributions to the
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Company of a specified portion of such royalties received from International. Capital contributions
received by the Company pursuant to this agreement were $79,000 and $50,000 for the years ended
December 31, 1974 and 1973, respectively. The agreement can be terminated by either party at any
time.
In January 1975, the 50% interest in International and the right to receive royalties, if any, from
International was acquired by a partnership of which Julius Hermes is a partner and in which he has
approximately a 57% interest. The future status of the aforementioned royalty agreement between
the Company and the partnership is currently the subject of discussion and negotiation.
UNION GAS LIMITED
10. Subsequent event
On April 17, 1975 the Company announced that it is prepared to invest up to $68 million in the
common shares of Canadian Arctic Gas Pipeline Limited to assure long-term, large volume supplies of
gas for Southwestern Ontario in future years. An initial amount of $50 million would be paid in three
equal instalments over an 18 to 24-month period commencing on the date when the Canadian Arctic
Gas Pipeline common shares are first offered to the Company which at present is anticipated to be in
1976. The Company’s investment is contingent upon the receipt of necessary government approvals
including recognition of the cost of this investment in the Company’s sales rates, financing conditions
being satisfactory to the Company and the Company being able to work out a satisfactory plan for the
purchase of arctic gas.
VICTOR COMPTOMETER CORPORATION
8.

Other Events
••••

In March 1974, a wholly-owned subsidiary of the company invested $470,959 for a 49% interest in
a Mexican manufacturer and distributor of business machines. As the result of an increase in capitali
zation in January 1975, the subsidiary invested an additional $275,086 in order to maintain its 49%
ownership.

LAND OR OIL OR MINERAL DEPOSITS
CODEX CORPORATION
7. Commitments and Contingencies
As part of a facilities expansion program, the Company acquired 41½ acres of land in Mansfield,
Massachusetts on November 1, 1974. The Company intends to finance this land acquisition and the
construction of a 125,000 square foot manufacturing facility on the site with a $4 million industrial
revenue bond issue.
• • • •

INEXCO OIL COMPANY
(5) Commitments and Contingencies
• • • •

Commitments to Purchase Assets of Partnerships
The Company financed a substantial portion of its oil and gas exploration activities through the
sale of interests in publicly offered limited partnerships from July 1, 1969, through July 1, 1973, when
such sales were discontinued. The Company received interests in the partnerships or the leases owned
by the partnerships as consideration for services rendered.
The limited partners of these partnerships may withdraw at the end of any calendar year upon
giving proper notice. Limited partners who withdraw receive a “repurchase price” as defined in the
respective partnership agreements. For certain of the partnerships, the Company is obligated to
purchase an interest in each partnership’s assets to provide funds to redeem withdrawing limited
partners’ interests. For the remainder of the partnerships, the Company is similarly obligated if a
partnership does not have sufficient funds to redeem withdrawing limited partners’ interests. Under
these agreements, the Company acquired certain oil and gas properties from the partnerships for an
aggregate cost of $5,849,000 on January 1 , 1975. The aggregate “repurchase price” at January 1 , 1975,
of the limited partners who did not withdraw was $15,592,000.
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SABINE ROYALTY CORPORATION
7. Subsequent Events
In January 1975 the Company purchased all of the developed and undeveloped oil, gas, and other
mineral interests of Bell Petroleum Company located in California, New Mexico, and Texas; and the
developed interests currently produce approximately $225,000 of gross income monthly. The
$14,000,000 purchase price was funded through a loan agreement with three banks. The loan agree
ment requires twenty-five quarterly installments, commencing April 30, 1975, of $560,000 each plus
interest at 125% of one of the bank’s prevailing prime rate for corporate borrowers.
••••

THE SUPERIOR OIL COMPANY
(9) Subsequent Events—
• • • •

The Company, jointly with others, participated in the February 4, 1975 Federal offshore lease
sale. Successful bids were submitted on ten tracts in the Padre Island and Mustang Island areas,
offshore Texas. Bids on the tracts totaled $25,780,434 and the Company’s share amounted to
$13,500,015 (Superior $8,600,378 and Canadian Superior $4,899,637). In order to finance the lease
acquisitions and provide additional working capital, Superior borrowed $12,000,000 in March 1975.

PLANT
ARMOUR AND COMPANY
Note I—Commitments and Other Matters:
• • • •

In February, 1975, Armour announced it will replace its food slaughtering and processing plant in
Mason City, Iowa with a new food processing plant in the same general area that will employ
substantially fewer personnel. The charge to the reserve for replacement or relocation of facilities in
1974 includes $8,169,000 for the estimated loss on the present Mason City facility and the separation
pay and pension and insurance costs applicable to employees who will be terminated.
• • • •

CENTRAL TELEPHONE & UTILITIES CORPORATION
4.

Commitments
Planned construction expenditures for the year 1975 of $136,000,000 are subject to revision to
reflect changes in the levels of general business activity and rates of inflation. In January, 1975, the
Company entered into an agreement to participate with three other companies in the construction of
an electric generating station involving estimated expenditures by the Company of $65,000,000 over
the next nine years in amounts planned not to exceed $10,000,000 in any one year.
• • • •

THE COCA-COLA BOTTLING COMPANY OF MID-AMERICA, INC.
12. Subsequent Events:
• • • •

Mid-America Container Corporation has executed contracts with Continental Can Company
(Continental) which provide for Continental to install and operate under a management agreement a
can-forming facility in the present plant. In addition, Mid-America Container Corporation is to pur
chase raw material and to lease the can-forming equipment from Continental.
THE NEW YORK TIMES COMPANY
14. Subsequent Events
• • • •
Also in January 1975, the Company announced a $35,000,000 three year capital expansion pro
gram for The New York Times newspaper at a leased facility in Carlstadt, New Jersey to accommo
date offset presses, automated inserting equipment for collating the Sunday newspaper and truck
loading facilities. Initially, approximately 265,000 square feet of floor space have been leased with
options for additional space and outright purchase of the entire 564,000-square-foot facility. Rental
expense for the initial term is the sum of (a) $344,000 per annum and (b) a proportionate share (based
on square feet) of real estate taxes and all other operating costs and expenses.
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WEIL-McLAIN COMPANY, INC.
Subsequent Events
In January, 1975, the Company entered into a long-term lease of new equipment to increase the
capacity of the foundry in Erie, Pennsylvania. This equipment, to be acquired in 1975 and 1976, is
being financed by a 7¼%, industrial development note. Rental payments under terms of the lease
agreement are equal to the required payments under the terms of the note, the principal amount of
which is $2,700,000, due in installments to August 1, 1985. The transaction will be treated for account
ing and tax purposes as though the equipment is to be purchased and owned by the Company.
••••

TRANSPORTATION EQUIPMENT
GOLDEN STATE FOODS CORP.
(11) Subsequent Events
• • • •

Subsequent to August 3, 1974, the Company entered into a sale and leaseback arrangement for
tractors with an aggregate net book value of approximately $469,000. Any gain on the sale of the
tractors will be amortized over the term of the lease.
PACIFIC FAR EAST LINE INC.
5.

Vessels Held for Sale and Disposal of Guam Service
• • • •

On December 5, 1974, the Company entered into an agreement for the sale of two of its surplus
C-4 Freighters, both of which were temporarily employed at year end. At December 31, 1974, the
vessels were valued at net realizable value as indicated in the sales agreement and the estimated loss
was charged to income in 1974. On March 5, 1975, the first of these vessels was sold as anticipated.
The outstanding debt on the ship was retired and the balance of the sales proceeds was deposited in
the Statutory Reserve Fund.
• • • •

SEABOARD WORLD AIRLINES INC.
2. Aircraft
DC-8 aircraft
• • • •
In early 1975, the Company terminated the lease on one aircraft it had been leasing from another
airline on a month-to-month basis. Also in early 1975, the Company entered into agreements, as
lessee, to lease three additional aircraft on a short-term basis.
• • • •
3. CL-44 aircraft
Prior to 1973, the Company sold five CL-44 aircraft to a foreign cargo carrier under title retention
contracts. In addition, the Company was obligated to provide engine maintenance services during the
terms of such contracts. The costs of these services through 1978 were reimbursable based on stipu
lated rates per hour of engine usage.
After one aircraft was accidentally destroyed in December 1974, the Company received insurance
proceeds of $1,375,000 in early 1975 and the arrangements between the two Companies were revised
so that (a) the carrier assumed responsibility for engine maintenance, effective January 1, 1975 and
the Company’s interest in the unrecovered engine maintenance costs was sold to the carrier, and (b)
the resulting balance due the Company ($4,800,000) was scheduled for payment in twenty equal
quarterly installments, commencing March 3 1 , 1976, plus interest. Title to the remaining four aircraft
is to be transferred at the rate of one aircraft for each five payments made.
• • • •

TRANS WORLD AIRLINES INC.
15. Subsequent Events:
• • • •
(b)
On January 27, 1975, an agreement between TWA and the Government of Iran was concluded
providing for the sale of six Boeing 747 model aircraft at an aggregate purchase price of approximately
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$99,000,000. The aircraft are scheduled for delivery at various dates during 1975. A net loss on
disposition of these aircraft of approximately $6,746,000 was recorded in January 1975; however,
reduced ownership costs will result in significant future savings.

OTHER
CALBIOCHEM
Note I—Subsequent Events
1. Food and Drug Administration Approval to Market Triazure. On February 28, 1975, the Food
and Drug Administration approved Triazure as a treatment for severe psoriasis, providing that a
Phase IV clinical study be undertaken concurrent with marketing.
2. Sale of the Triazure Program. On March 3, 1975, the company executed agreements whereby
Parke, Davis & Company (PD) purchased the company’s rights to its Triazure products for $4,250,000,
payable $750,000 on March 3, 1975 with the balance due in quarterly installments from October 1, 1975
through January 2, 1978. Additionally, the company is entitled to 25% of the direct profit contribution
(as defined in the agreement) of PD’s net sales of Triazure in the United States during the first five
years of marketing and 30% of PD’s direct profit contribution thereafter until September 23, 1986. PD
will also pay the company royalties of 2% to 5% on Triazure foreign sales for a ten-year period. PD has
agreed to assume all the company’s royalty commitments related to Triazure. However, should the
Food and Drug Administration withdraw its approval of the drug at any time prior to January 2, 1978,
PD is relieved of its obligations for further payments to the company subsequent to withdrawal.
During the life of the agreement the company is committed to 25% of the cost of any large recall
program caused by action of the Food and Drug Administration and any large return program caused
by adverse publicity about the safety of the product. PD also agreed to (1) purchase the company’s
current inventory of Triazure, at a stated price, “as needed”, and (2) the company has agreed to
manufacture such quantities as PD needs up to $1,020,000 in 1976 and 1977.
From the proceeds received under these agreements, the company is required to reduce its
obligations to Teachers Insurance and the bank (see note E) by $4,075,000 plus 50% of the proceeds
received from the sales of inventories to PD and 50% of the proceeds of the royalties received from
PD, until the obligations to Teachers Insurance and the bank are paid in full.
In addition, the company and PD have agreed to share the costs of the Controlled Phase IV
Clinical Study required by the Food and Drug Administration. The terms of this agreement require
PD to pay the first $250,000 of the cost of the study, Calbiochem to pay the next $250,000, if required,
and costs in excess of $500,000 to be shared equally by the two companies.
• • • •

CAPITAL MORTGAGE INVESTMENTS
18. Subsequent Events
• • • •

On February 21, 1975 the Trust was notified by the purchaser of one of the Trust’s construction
loans that alleged warranties to the purchaser had been breached by the Trust. The purchaser has
demanded either repayment of the loan in the amount of $1,436,000 or indemnification of any losses or
expenses incurred by the purchaser. Management of the Trust believes the Trust has defenses to the
allegations, and no material losses with respect to the allegations are expected to be incurred.
• • • •

FASHION TWO TWENTY INC.
7. Lease Commitments:
• • • •

Subsequent to December 31, 1974, the Company purchased for a cash consideration of $100,000 a
20% interest in the Ohio Limited partnership that is owner and lessor of the Company’s office and
warehouse building in Aurora, Ohio. The purchase price was determined by independent appraisal
and represented the entire ownership interest of Mr. Vernon G. Gochneaur, Chairman of the Board of
Directors and Chief Executive Officer. The minimum annual rentals and present value computation
for noncapitalized financing leases reflect (as a reduction of rentals) $3,200 per year representing the
Company’s share of the partnership’s projected annual cash flow after mortgage debt service.
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FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTMENTS
FIRST UNION MANAGEMENT INC.
11. Events Subsequent to October 31, 1974
During November, 1974, the Trust sold an additional undivided 25% interest in the North Valley
Shopping Center, pursuant to the option previously granted during fiscal 1974 (see note 10). Cash
proceeds of the sale were $1,350,000, resulting in a gain of approximately $500,000.
• • • •

HILTON HOTELS CORPORATION
(8) Commitments and Contingent Liabilities
• • • •

The Company, in February 1975, purchased from an institutional lender $1,107,000 principal
amount of secured demand promissory notes of the owner of the 570-room Hilton Inn, Logan Interna
tional Airport, Boston, Massachusetts, a franchised property. The Company also acquired an option to
purchase a 25% equity interest in this hotel for $1,125,000 and may apply the owner's demand notes as
part of the option price. The option expires April 3 0 , 1976, subject to earlier termination under certain
conditions. In the event of exercise of the option and purchase of the 25% equity interest, the
Company would assume management of this hotel property.
• • • •

TESORO PETROLEUM CORPORATION
Note J —Contingent Liabilities and Commitments
• • • •

In October 1974, the Corporation entered into agreements to participate in certain exploration
and production activities in Bolivia. Minimum expenditures of $9,000,000, half of which must be paid
by the Corporation, are required prior to October 1977.
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IX
OTHER TYPES OF SUBSEQUENT EVENTS

Forty-six examples are presented of the disclosure of types of subsequent events other than
those presented in preceding chapters. The examples are classified according to type of event.
AGREEMENT WITH COMPETITOR
TRANS WORLD AIRLINES INC.
15. Subsequent Events:
(a) On January 30, 1975, the Civil Aeronautics Board approved an agreement between TWA and
Pan American World Airways, Inc. providing for, among other things, the replacement of Pan Ameri
can by TWA in certain markets and suspension of service by TWA in others. This agreement is for a
period of two years or until ninety days following final Board action in the Transatlantic Route Case.
The financial impact of this agreement, while anticipated by Management to be favorable, is not
determinable.
• • • •

BUSINESS DIVESTITURE
AMERICAN FURNITURE COMPANY, INCORPORATED
9. Subsequent Event/Idle Facilities:
On December 3, 1974, the company announced that it will temporarily cease all operations at its
Chilhowie, Virginia and El Dorado, Arkansas facilities upon completion of the current work in pro
cess, and concentrate its manufacturing operations in its more mature facilities.
During the year ended November 30, 1974, the Chilhowie and El Dorado facilities produced
furniture having an estimated sales value of $1,965,200 and $2,514,000, respectively.
It is estimated that the following annualized costs will be incurred at these temporarily closed
facilities during the subsequent year:

Interest on industrial development revenue bonds................................
Insurance, taxes, maintenance, and other...............................................
Depreciation and amortization..................................................................

Chilhowie
$261,000
76,500
222,000
$559,500

El Dorado
$224,500
72,000
195,000
$491,500
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BENDIX CORPORATION
Subsequent Event
During November 1974, the Federal Trade Commission (FTC) gave final approval to an agree
ment to settle a challenge by the FTC of the acquisition of the net assets and business of Fram
Corporation (Fram), acquired by the Corporation in June 1967. Under this agreement, certain opera
tions of the Corporation and Fram will be transferred to a new company (the New Company) within
six months. The New Company will be divested by the Corporation within two years by transferring
the stock of the New Company to the stockholders of the Corporation or by selling the stock of the
New Company to the public, or a combination thereof. See “Divestiture” page 25. (The financial data
contained in such section on page 25 is unaudited.)
Divestiture
Pursuant to an agreement with the Federal Trade Commission, which settled the challenge to the
Corporation’s 1967 acquisition of Fram Corporation and for which final approval was obtained in
November 1974, certain operations of the Corporation and of Fram Corporation are to be transferred
to a new company (the New Company) within six months. The New Company is to be divested by the
Corporation within two years by transferring the stock of the New Company to the stockholders of the
Corporation or by selling the stock of the New Company to the public, or a combination thereof.
Under the agreement the Corporation will generally be prohibited from competing in the United
States with the New Company for two years after the divestiture. In addition, under the agreement
the Corporation will not be permitted, for a ten-year period, to acquire any corporation engaged in the
manufacture or sale in the United States of aerospace filters, liquid separators and, with certain
exceptions, automobile parts sold in the automotive aftermarket.
The operations which are to be transferred to the New Company had, on a combined basis, for the
year ended September 30, 1974 net sales of $86.5 million and income before headquarters administra
tive costs and United States and foreign taxes on income of $7.4 million. As of such date total assets
and the Corporation’s net investment allocable to such operations were approximately $56.9 million
and $41.8 million respectively. The Corporation will assure that, at the time of transfer, the net
investment in operations transferred to the New Company will be at least $42 million. These opera
tions principally consist of those segments of the Corporation’s automotive business in the United
States which manufacture and sell starter drives, carburetors, fuel pumps, electric clutches, flame
arrestors, Zenith filters, private label filters for passenger cars, air handling filters and industrial
filtration products, and the portions of the Corporation’s automotive operations which distribute such
products and certain other products to the automotive aftermarket in the United States. The New
Company would also include one minor division, presently in the Aerospace-Electronics Group, which
manufactures and sells aerospace filters and filter water separators.
THE CECO CORPORATION
9. Sale of Property:
• • • •

In February 1975, management decided to close the company’s manufacturing plant in Chicago,
Ill. The closing and subsequent disposal of this facility will not have a material effect on the consoli
dated financial condition of the company.
GENERAL DYNAMICS CORPORATION
H. Contingencies
• • • •

The Corporation granted an option to the Canadian Government on 15 January 1975, which is
exercisable to 15 October 1975, to purchase all of the outstanding stock of Canadair Limited, a wholly
owned Canadian subsidiary, and certain notes of Canadair Limited owned by the Corporation. The
purchase does not include the 54.6% ownership of Asbestos Corporation Limited, currently owned by
Canadair Limited, which would be retained directly or indirectly by the Corporation. The operations
under option are engaged in the production of aerospace and tracked vehicle products. If the option is
exercised the Corporation will receive a total purchase price of $36,650,000 plus an amount not to
exceed $1,500,000 equal to the net earnings of Canadair Limited for the period since 1 January 1974.
In the event that a net loss should be incurred during the period mentioned above, the purchase price
would be reduced by the amount of the loss. The proceeds from the sale, net of tax resulting from the
sale, will approximate the Corporation’s equity in Canadair Limited, exclusive of Canadair’s invest
ment in Asbestos. Sales and earnings of Canadair Limited, exclusive of Asbestos, in 1974 amounted to
$63.1 million and $2.2 million, including an extraordinary item of $1.1 million, respectively.
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HARDEE’S FOOD SYSTEMS, INC.
(17) Subsequent Events
••••

(c)
On January 1, 1975, the Company ceased operations of one of its subsidiaries, Golden Shore
Seafoods, Inc. The subsidiary entered into a two-year lease of its facilities with an unrelated party,
which was also granted purchase and renewal options. The subsidiary had operating revenues of
$4,979,409 and $5,949,471 before intercompany sales eliminations and had net pre-tax operating
earnings (losses) of ($203,281) and $92,604 before administrative allocations for the years ended
October 31, 1974 and 1973, respectively.
KEWANEE OIL COMPANY
12. Subsequent Events
• • • •

In January, 1975, the Company entered into an agreement to sell its interest in a subsidiary,
Double Eagle Corporation, for $1,500,000. The transaction, scheduled to close May 1, 1975 results in
an after tax loss of $247,000, which has been charged to 1974 operations.
THE LINCOLN TELEPHONE AND TELEGRAPH COMPANY
(5) Divestiture of subsidiary
Divestiture of the Company’s 100% owned subsidiary, T-V Transmission Inc. (a community
antenna television operation), has been ordered by the Federal Communications Commission. The
Company’s request for waiver of the order was denied, but the original divestiture deadline of March
16, 1974 was extended to December 3, 1976. On February 3, 1975, the Company entered into an
agreement for the sale of all of the common stock of the subsidiary. The sale is contingent on several
events occurring (such as approvals by regulatory authorities), and if completed, will result in a gain
on the disposition. A summary of the subsidiary’s financial data follows:
1974
$5,382,262
1,434,911
102,413

Total assets at December 31
Operating revenues for the year
Net loss for the year

1973
6,264,472
1,298,394
207,385

• • • •

CHANGE IN FINANCIAL STATUS OF CUSTOMER
TITAN GROUP, INC.
Note N—Events Subsequent to the Balance Sheet Date
Subsequent to December 31, 1974, the New York State Urban Development Corporation
(U.D.C.) disclosed that it was seeking additional appropriations from New York State and deferment
of principal and interest due to certain of its lending banks in order to meet its financial commitments.
As of March 5, 1975 New York State has appropriated $90,000,000 to enable it to meet certain of
U.D.C.’s project construction commitments. The State of New York is negotiating with major banks
to raise additional long-term construction funds. The Company is the general contractor on five urban
residential projects sponsored by the U.D.C. The progress of construction of these projects is in
various stages ranging from 75% to 95% complete. Completions are scheduled at varying times
between March and December 1975. Construction on these projects is continuing within established
schedules. Based upon the advanced stage of completion of these projects, the monies previously
expended by the U.D.C. in connection therewith, the recent appropriations of $90,000,000 by New
York State and the continuing financial negotiations being conducted by New York State, it is
management’s opinion that sufficient additional funds will be provided by New York State and/or
other governmental and private sources to complete construction thereof.

CHANGE IN MARKET PRICE OF INVESTMENTS
SAFECO CORPORATION
2. Investments in Marketable Securities
As reflected in the consolidated balance sheet, cost was in excess of quoted market value by
$136,979,000 at December 31, 1974 and $19,488,000 at December 31, 1973, of which $89,332,000 and
$5,838,000, respectively was applicable to common and preferred stocks. At February 21, 1975, the
cost of common and preferred stocks exceeded market value by $40,660,000.
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DEATH OF OFFICER
FAMILY RECORD PLAN, INCORPORATED
11. Subsequent Event:
On October 26, 1974, Mr. Larry L. Phillips, President of Heli-Parts, Inc., died as a result of
injuries sustained in an automobile accident on October 25, 1974. Heli-Parts is the beneficiary of two
life insurance policies, the proceeds of which amount to $300,000.

DESTRUCTION OF PROPERTY
GREAT LAKES DREDGE & DOCK COMPANY
7 Subsequent Events
In January 1975, one of the Company’s dredges sank in the Miami Harbor. While the extent of the
loss is not presently determinable, the dredge was fully covered by insurance.
••••

HARDEE’S FOOD SYSTEM, INC.
(17) Subsequent Events
• • • •

(b) On December 21, 1974, the Company’s leased production and distribution facility in Atlanta,
Georgia was destroyed by fire. The Company’s loss of inventory and equipment, estimated to be
$1,500,000, was fully insured. Other production and distribution facilities of the Company are supply
ing the restaurant units previously supplied by the Atlanta operation.
• • • •

MADISON GAS AND ELECTRIC COMPANY
8. Subsequent Event—Loss of Transmission Line
On January 11, 1975, the Company’s 345 KV transmission line which extends 63 miles from the
North Madison to South Fond du Lac substations was almost completely destroyed during a severe
windstorm. The Company has retained outside consultants to investigate the cause of the line failure.
The resulting property loss is estimated at $1,404,000, net of salvage and income tax effects. In
accordance with a directive of the Public Service Commission of Wisconsin, pending further results of
the Commission’s own investigation to determine the cause of the line failure, the Company has
recorded the loss as a deferred charge in January, 1975. The Company has proposed to the Commis
sion that the net loss be amortized to operations over a 36-month period. In addition, the Company has
commenced legal proceedings against several parties who were involved in the design, construction,
or failure of the line. The ultimate accounting treatment of the property loss and effect on the financial
statements of these matters cannot be predicted at this time.
NLT CORPORATION
Note H—Subsequent Events
Beginning on the night of March 13, 1975, Opryland USA was damaged by flood waters from the
Cumberland River. The total amount of damage is not yet determinable. Insurance will cover the loss
in an amount of not less than $1,000,000.
This event has no effect on the 1974 financial statements.

DISTRIBUTION RIGHTS OBTAINED
APECO CORPORATION
(8) Commitments and Contingencies:
• • • •

The Company entered into an agreement in December, 1974, for the rights to buy, sell and
distribute plain-paper photocopiers, related parts and supplies manufactured by another company.
The agreement provides that the Company purchase a minimum of approximately $1,500,000 of
photocopy machines during 1975 plus quantities of parts and supplies to be agreed upon.
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DIVIDEND IN CASH OR PROPERTY PAID OR DECLARED
CHASE CONVERTIBLE FUND OF BOSTON, INC.
Note 2. The dividend payable at December 31, 1974 was paid on January 14, 1975 to shareholders
of record on December 30, 1974.
On December 19, 1974, the Directors declared a $0.06 per share dividend payable on February 12,
1975 to shareholders of record on January 30, 1975. The total of this dividend is estimated to be
$330,959.
FIRST UNION REAL ESTATE EQUITY AND MORTGAGE INVESTMENTS
FIRST UNION MANAGEMENT INC.
11. Events Subsequent to October 31, 1974
• • • •

During November 1974 the Trust acquired all the shares of First Union Commercial Properties
Expansion Company for $500 and contributed an additional $600,000 to the Expansion Company’s
capital. Subsequently, the Trust distributed the shares acquired as a dividend to an independent
escrow agent to hold for the benefit of First Union shareholders of record December 12, 1974.
Accordingly, the Trust reduced its shareholders’ equity by $600,500.
MONTGOMERY STREET INCOME SECURITIES, INC.
Note D—Subsequent Dividend Declaration. On January 15, 1975, the Board of Directors declared
a dividend of $.23 per share (aggregating $1,841,092), payable February 14, 1975 to shareholders of
record as of February 4, 1975.
D IV ID E N D R E C E IV E D
MILGO ELECTRONIC CORPORATION
Note 3—Investment in and Equity in Earnings of Racal-Milgo Limited
The Company’s investment in and advances to its 50% owned affiliate, Racal-Milgo Limited (a
United Kingdom Corporation), is determined as follows:
Cost of investment
Equity in undistributed earnings since formation
6% note receivable, due in 1979

$

39,442
2,481,905
100,000
$2,621,347

No U.S. income taxes have been provided on the Company’s equity in the undistributed earnings
of Racal-Milgo Limited, since the Company records its equity in these earnings net of United Kingdom
income and excise taxes. The Company estimates that foreign tax credits permitted under the Inter
nal Revenue Code will be sufficient to offset any U.S. taxes otherwise payable upon distribution to the
Company.
Subsequent to September 30, 1974, Racal-Milgo Limited paid a $233,000 dividend to the Com
pany. Unrealized gross profit on sales to Racal-Milgo Limited has been eliminated in consolidation.
• • • •

FOREIGN EXCHANGE CONTROLS APPLIED
DORCHESTER GAS CORPORATION
(2) Turkish Oil Properties and Turkish Income Taxes
The Company owns a twenty percent working interest in a Turkish oil lease operated by Mobil
Exploration Mediterranean, Inc. The terms of the contract with Mobil provide that operating ex
penses incurred by Mobil for the account of the Company are to be paid in United States dollars. To
date, Mobile has accepted payment for Turkish concession operating expenses on the basis of actual
currencies expended and, for the time being, is expected to continue to accept payment on that basis;
however, Mobil has reserved its original contract right to require United States dollars.
In order to convert Turkish lira into United States dollars, the Turkish Petroleum Law provides
that a holder of a petroleum right, whose activities in Turkey consist solely of petroleum operations
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may, upon application to the Turkish Petroleum Administration, transfer abroad its cash funds in
excess of those required for the payment of any taxes, royalties or similar sums owed to the govern
ment of Turkey.
Through August 31, 1974, the Company, in accordance with the provision of the law summarized
above, had applied for and received $2,427,304. Additional applications were filed in April 1973 and
1974 for approximately $416,000 and $362,000, respectively. Subsequent to August 31, 1974, the
Company’s application made in April 1973 was partially approved and the transfer completed for
$248,505. As of November 12, 1974, the balance of this application and that of April 1974 had not been
approved.
• • • •

LOSS OF CUSTOMER
CHRIS-CRAFT INDUSTRIES, INC.
4. Montrose Chemical Corporation of California:
The Company owns a 50% interest in Montrose Chemical Corporation of California (Montrose),
whose principal product is DDT.
All agricultural uses of DDT within the United States have been prohibited by the Environmental
Protection Agency (EPA) since December 31, 1972, and except for approximately 240 tones of DDT
technical for which the EPA granted special exemptions, Montrose has not sold any DDT for such uses
since that date. Its sales have all been for export or for permitted nonagricultural domestic uses.
Despite the ban on agricultural use in the U.S., Montrose’s sales in the year ended August 31, 1974,
exceeded those of the previous year. Since August 31, 1974, a Central American government has
indicated that it plans to phase out agricultural uses of DDT over a five year period. Sales of DDT by
Montrose to this country have never exceeded 10% of total sales in any fiscal year. While it is possible
that other governments may impose bans or restrictions on the use of DDT, management of Montrose
is not aware of any which are pending.
• • • •

VAN DYK RESEARCH CORPORATION
Sales to Major Customer
In the fourth quarter of 1973, the Company entered into a contract with its principal customer
whereby they contracted to buy $42,000,000 worth of Van Dyk copiers over a two-year period. Sales
to this customer totalled $22,867,000 in 1974 and $3,000,000 in 1973. Outstanding accounts receivable
at December 31, 1974 totalled approximately $2,000,000. This contract was terminated on January 31,
1975. In accordance with the contract provisions, upon termination the customer is required to
purchase a minimum of $4,100,000 worth of Van Dyk copiers in addition to those previously pur
chased. Advance payment of $4,100,000 for these required purchases was received by the Company on
January 31, 1975.

PARTNER CHANGES IN A VENTURE
GULF OIL CORPORATION
Note 17—Commitments
• • • •

The Company, through its majority-owned Canadian subsidiary, has an interest in a project
(operated by Syncrude Canada Ltd.) for the extraction of oil from Athabasca Oil Sands leases in the
Province of Alberta. After withdrawal of one of the participants in December 1974, new participants
were sought and in February 1975, the Governments of Canada, Alberta and Ontario agreed to
participate in the project. Total project costs for the construction of the 125,000 barrel-a-day plant,
expected to be completed in 1978, are estimated to approximate $2 billion. Under the announced
arrangements, the commitment of the Company’s Canadian subsidiary will approximate $335 million
and will in part be financed through a loan of $100 million from the Government of Alberta on terms to
be negotiated. Through options held by the Government of Alberta, the Company’s Canadian sub
sidiary interest could be reduced from 16.75% to about 9% with a corresponding reduction in its
investment.
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PENSION PLAN OR FUND CHANGE
ADAMS-RUSSELL CO., INC.
8. Commitments and Contingent Liabilities:
••••

During December, 1974, the Board of Directors approved in principle a qualified pension plan
covering all of the Company’s employees and those of certain of its subsidiaries. The initial first year
contribution to such plan is estimated to be $110,000. Total past service costs are estimated at
$531,000 and will be funded over a thirty-year period.
EAZOR EXPRESS INC.
Note 6: Contingencies and Commitments
• • • •

By agreement with its insurance underwriter, the Company has assumed liability in any single
occurrence for personal injury, property damage, and cargo loss up to $25,000 and for fire coverage of
owned and leased premises up to $10,000, with excess liability assumed by underwriters in accordance
with the provisions of the applicable policies. In order to meet the requirements of the surety, the
Company and Eazor Employees’ Trust have entered into an agreement whereby the Trust has
authorized the assignment of certain securities owned by the Trust which are pledged as collateral for
the issuance of a letter of credit, in the amount of $335,000, in the Company’s name in favor of the
surety which is being used to satisfy some of the deposit requirements. The Trust receives compensa
tion from the Company as consideration for the assignment of said securities and holds a second
mortgage on one of the Company’s terminals as collateral for the assignment of such securities. In
early 1975, the agreement with the Trust was dissolved and the securities of the Trust were replaced
by assets of the Company as collateral against the line of credit.
MSL INDUSTRIES INC.
(7) Commitments and Contingent Liabilities
• • • •

MSL has profit sharing and pension plans, one of which is union administered, for employees at
several of its divisions. In addition, the Company has employment agreements with certain of its
management personnel which provide for bonuses based primarily on profit performance. The total
costs of pension and profit sharing plans, including amortization of past service costs for pension plans
over periods from twenty to thirty-five years, were $839,000 and $614,000 in 1974 and 1973, respec
tively. The total costs of bonus arrangements during these years were $365,000 and $255,000, respec
tively. Pension costs are funded, as accrued.
At December 31, 1974, the actuarially computed value of vested benefits exceeded aggregate
pension fund assets by approximately $1,000,000 for one pension plan. On February 14, 1975, this
excess of vested benefits over aggregate pension fund assets had decreased to approximately
$600,000.
• • • •

THE UNITED PIECE DYE WORKS
(Note H)—Commitments and Contingencies:
• • • •

Effective January 1, 1975, the Company amended its plans for the purposes of (a) meeting the
requirements of the Pension Reform Act of 1974 and (b) covering employees of the Wedgwood
division. It is estimated that the annual provision for pension expense and the annual funding of
pension costs will each increase by approximately: (a) $25,000 to meet the requirements of the new
Act, plus (b) $45,000 to cover employees of the Wedgwood division.
• • • •

PRODUCTION CHANGE
MOLYCORP, INC.
4. Property, Plant & Equipment
Questa mine development costs, including the cost of mining waste material overlying the ore
deposit and the cost of development drilling, are capitalized. That portion of capitalized costs which
relates to the open-pit ore-body is charged to production cost based upon application of an amortiza-
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tion factor to pounds of molybdenum in ore mined, which factor provides for amortization of such
capitalized development costs over the life of the deposit. The factor is calculated by dividing actual
unrecovered development costs plus projected five year estimated costs of development by the pounds
of molybdenum contained in proven and probable ore reserves plus projected five year estimated
additional pounds of molybdenum expected to be developed. The mining plan in effect in 1974 was
adopted in 1971 and has limited the removal of overlying waste material to a specified geographical
boundary which would provide ore for operation of the mill only through 1977.
In January, 1975, the Company adopted a modified mining plan which will permit continuous
operation of the present Questa open-pit deposit through 1979 and possibly through 1980, with a
limited amount of expenditures (approximately $4,000,000) for additional waste removal. Decision as
to longer term operating plans at Questa will be deferred until a diamond drilling program, presently
being conducted in a mineralized zone southwest of the open pit, has been evaluated.
• • • •

PRODUCTION SUSPENSION
BOISE CASCADE CORPORATION
14. Subsequent Events
In late 1974, the Company temporarily closed certain of its wood products manufacturing
facilities. These temporary closures resulted from extremely low wood products demand. The closures
have extended into 1975, and the Company will continue to curtail wood products production pending
market improvement.
Also in late 1974, the Company began taking selective machine downtime at various paper mills as
the result of declining demand for certain grades of paper. The Company is continuing to take
selective machine downtime during the first quarter of 1975 which will total more than that taken in
the fourth quarter of 1974.
CONCHEMCO INCORPORATED
11. Events Subsequent to November 2, 1974:
The Company has temporarily suspended production at certain of its mobile home plants as a
result of depressed market conditions. Provision for the continuing costs of these facilities has been
reflected in the financial statements and, in the opinion of management, the reserve provided is
adequate.
SOUTHWEST FACTORIES INC.
(4) Property, Plant and Equipment
• • • •

Subsequent to September 30, 1974, a subsidiary completed a contract with a significant customer
and temporarily suspended operations (see note 8). In connection therewith, the Company revised,
effective October 1, 1973, the estimated useful life of certain equipment whereby the cost less accumu
lated depreciation at the completion of the contract will approximate the estimated salvage value of
such equipment. As a result of this revision in the estimated useful life of the equipment, net earnings
for 1974 were decreased by approximately $167,000 or $.06 per common share. At September 30,
1974, the net property, plant and equipment relating to the suspended operations approximated
$900,000.
(8) Significant Customer
At September 30, 1974 and 1973, two subsidiaries had contracts with a major automobile man
ufacturer whereby they agreed to supply a portion of the manufacturer's requirements for certain
original equipment on new automobiles. Subsequent to September 30, 1974, one subsidiary completed
its contract and operations of the subsidiary have been temporarily suspended (see note 4). The
remaining contract expires in 1975. Sales to this customer were approximately 40% of consolidated net
sales of continuing operations in 1974 and approximately 50% in 1973 of which 9% and 14%, respec
tively, relate to the contract completed subsequent to September 30, 1974.
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PURCHASE COMMITMENTS MADE
FLORIDA STEEL CORPORATION
Note J —Commitments
Subsequent to September 30, 1974, the Company entered into commitments for the purchase of
approximately $7,000,000 of equipment in connection with the construction of a new steel mill. Such
commitments are to be financed principally from the proceeds of the new loan agreement referred to in
Note D.

RECALL OF DEFECTIVE PRODUCTS
AMERICAN HOSPITAL SUPPLY CORP.
H. Food and Drug Administration Matters:
1. Initial Recall
On January 14, 1975, the McGaw Laboratories Division halted production of irrigating solutions
at its Milledgeville, Georgia plant and expanded a recall of these solutions which it had initiated in
November of 1974. A provision of $600,000 after taxes has been charged in the 1974 financial state
ments to reflect the estimated costs associated with the recall.
2. Subsequent Events
On February 13, 1975, following advice from the Food and Drug Administration on the previous
day raising questions as to the adequacy of some Milledgeville sterilization equipment and related
procedures, AHSC agreed to halt production of intravenous solutions and related sterile drug prod
ucts at its Milledgeville plant and to recall all such products which were manufactured at that location.
No contamination has been found in the Milledgeville intravenous solutions nor have there been
reports of patient harm or adverse reaction to any of these products.
The cost of the recall (excluding the effect of suspended shipments) is estimated to be $3 million
after taxes and will be charged against 1975 first quarter operations.
As of February 13, 1975, the FDA is continuing its evaluation of McGaw’s manufacturing proce
dures at the Glendale, California plant which remains in operation. It is not possible at this date to
predict the outcome of this evaluation or the impact of the Milledgeville suspension on 1975 operations.
It is the opinion of management and its counsel that the ultimate resolution will not have a material
adverse effect on the financial position of AHSC.

RELOCATION OF FACILITIES
AMERICAN SAFETY EQUIPMENT CORPORATION
10. Subsequent Event
In January 1975, the Company decided to relocate its seat belt and helmet operations conducted
at Medina, Ohio to California.
The seat belt sewing and assembly operations have been consolidated in the Fresno, California
plant. This consolidation program is designed to meet potential problems which a sustained period of
reduced automobile production could have on the Company.
The helmet and motorcycle accessory manufacturing operations are being moved to a separate
plant in San Diego, California.
The lease on the Medina facility runs to 1989 with an annual rental of $152,000. The Company is
attempting to either sublease or make other arrangements on the facility.
It is management’s belief that there will be little, if any, adverse effect on results of operations
attributable to these relocations as costs attendant to the moves should be offset by economies of
operations.

SALES COMMITMENTS MADE OR TERMINATED
NATIONAL HOMES CORPORATION
Note 10—Contingent Liabilities, Commitments and Subsequent Event:
In 1973 and 1974, National was the exclusive sales agent for two resort homesite developments of
approximately 5,600 homesites. Under the agreements, National and the developers were to share
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proceeds equally although a portion of National’s share was deferred until the developers had received
approximately $9,000,000. National was required to meet annual sales commitments or advance the
developers any deficiency in their scheduled share of cash proceeds. At December 31, 1974, other
receivables included approximately $6,000,000 due from these developers representing deferred sales
commissions together with $2,700,000 of deficiency advances. In February 1975, the more significant
agreement was terminated when National advanced the developers an additional $1,200,000. At the
same time, in satisfaction of National’s $6,400,000 receivable under this agreement, National received
an interest in unfactored sales contracts and factoring reserves valued at $1,800,000 together with a
security interest in approximately 700 homesites in the development for the balance. Under the
remaining agreement National is committed to either sell 1,900 homesites over the next five years in
increments of approximately $1,300,000 annually or advance the developer his share of any deficiency.
National estimates it will have to make a $375,000 deficiency advance under this agreement in May
1975 covering sales for the year ending March 31, 1975. National and the developers are jointly and
severally liable to repurchase any prior factored contracts that cancel.
••••

OTIS ELEVATOR COMPANY
Business Changes and New Investments
• • • •

In January 1975, the Transportation Technology division, which is engaged in research in per
sonal rapid transit, received a $500,000 U.S. government contract for a transit test facility study.
• • • •

SHAPELL INDUSTRIES, INC.
Note 9—Subsequent Events
Under an agreement dated January 1, 1975, the Company’s property management subsidiary
entered into an agreement to manage certain properties of Occidental Petroleum Corporation. The
Company will receive a management fee and a percentage of the profit from disposition and develop
ment of the properties.
UNITED STATES SUGAR CORPORATION
7. Production and Sale of Raw Sugar:
• • • •

As of October 31, 1974, and subsequent thereto, the company has entered into additional con
tracts to deliver raw sugar during the coming year at various prices based on futures quotations.
Through November 30, 1974 such futures contracts, applicable to the year ending October 31, 1975,
aggregated 108,000 tons. In connection with some of these contracts, the company is required to
maintain a non-interest bearing margin deposit equal to one-half of the amount by which the current
futures price exceeds the futures price per the contract. At October 31, 1974, the margin deposit,
totaling $1,826,630, is included in accounts receivable on the balance sheet.
It is not anticipated that the cost of producing raw sugar committed under these contracts will
exceed selling prices. The company expects to fill these contracts from production during the ensuing
fiscal year; however, in the event that production is not adequate to meet open sales contracts, the
cost of purchasing raw sugar could exceed committed selling prices under the contracts.

SELLING PRICE CHANGE OR RENEGOTIATION
CAROLINA POWER & LIGHT COMPANY
5. Commitments and Contingencies
• • • •

Operating revenues for the year ended December 31, 1974 include $30,444,000 which was billed
during October, November and December of 1974 to retail customers in North Carolina under the
provisions of a fossil fuel adjustment clause. Those billed amounts are subject to further regulatory
review and refund with interest if such review so requires. Deferred fossil fuel inventory costs at
December 31, 1974 of $35,028,046 represent approximate amounts to be billed customers during the
following two months. On February 3, 1975, the North Carolina Utilities Commission issued an
interim order (to remain in effect until a final order is issued but in any event for not more than 60
days) requiring the Company to reduce by 25% the amount of fossil fuel clause charges on bills
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rendered on and after February 1, 1975 to the Company’s North Carolina residential customers. Such
order could result in approximately $1,119,000 of the December 31, 1974 deferred fossil fuel cost not
being billed during the interim period. It is uncertain if the Company will be authorized to bill such
reduced amounts in the future or if such reductions will become permanent. Approximately
$29,500,000 (including the 25% reduction of $1,119,000) of deferred costs are subject to further reg
ulatory review and approval which may necessitate adjustments if such reviews so require.
CHAMBERLAIN MANUFACTURING CORPORATION
Note 7—Commitments and Contingent Liabilities
Sales made under government contracts are subject to the Renegotiation Act of 1951. Clearance
under renegotiation proceedings has been received through fiscal 1967. At June 3 0 , 1974, Chamberlain
had received preliminary information which indicated that the Eastern Regional Renegotiation Board
would recommend to the Statutory Renegotiation Board that excessive profits were realized in fiscal
years 1968 and 1971 of approximately $1,400,000, after credit for income taxes. Subsequent to June
30, 1974, the Eastern Board recommended that excessive profits of only approximately $667,000, after
credit for income taxes, were realized for 1968 and no excessive profits were realized in fiscal years
1969 through 1972. On June 2, 1975, Chamberlain received findings and a proposed opinion from the
Statutory Board that excessive profits of approximately $1,215,000, after credit for income taxes,
were realized in fiscal years 1968 and 1969 and that no excessive profits were realized in fiscal years
1970 through 1972. Chamberlain disagrees with the proposed opinion of the Statutory Board that
excessive profits have been earned in fiscal years 1968 and 1969 and intends to exhaust all available
remedies necessary to obtain a reversal of that opinion. In addition, management continues to believe
that the amounts of renegotiation refunds that may ultimately become payable for all open years will
not have a material adverse effect on Chamberlain’s consolidated financial position. Further, based
upon the unanticipated position taken by the Statutory Board, Chamberlain believes that it is no
longer possible to make reasonable estimates of the ultimate outcome of renegotiation for fiscal years
1968 and 1969. Accordingly, if the final settlement of fiscal 1968 and 1969 would materially affect
income in the year of settlement, it will be treated as a retroactive adjustment of income for the years
involved.
••••

COLUMBUS AND SOUTHERN OHIO ELECTRIC COMPANY
Rates and Revenues
• • • •

Applications for rate increases were filed on November 6 and December 2, 1974 with the PUCO.
The November 6th request pertains to customers not covered by municipal ordinances and the De
cember 2nd application seeks additional increases in rates previously subject to ordinance contracts
including the City of Columbus and other incorporated communities in Franklin County. If granted in
their entirety, these rate increases would provide additional revenue of approximately $50,000,000
annually from customers who account for about 93% of the Company’s revenues. The Company has
also asked for emergency rate authority to temporarily apply a 12% surcharge until a final decision is
reached on the pending applications. The surcharge would increase annual revenues approximately
$27,000,000. The Company has offered to refund to individual customers any amount which is in
excess of the amount determined to be reasonable by the PUCO in the full rate case. The Company
believes that the emergency rate relief is needed to permit adequate and timely financing. The PUCO
held hearings pertaining to this request for emergency relief in late January and early February, 1975.
The Company is unable to predict the timing or amount of any decision regarding the emergency or
permanent applications.

TAX ASSESSMENTS
ASHLAND OIL CANADA LIMITED
Note I—subsequent event
On November 18, 1974 the Minister of Finance for Canada proposed a number of amendments to
The Income Tax Act, some of which, if enacted, would be retroactive to May 7, 1974. The full impact of
the retroactive amendments on the Companies’ financial statement for the year ended September 30,
1974 cannot be accurately assessed but if enacted as proposed, and there are no offsetting changes, an
additional provision for income taxes (and consequent reduction in net income) estimated not to exceed
$2,500,000 would be required.
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CREOLE PETROLEUM CORPORATION
3. Income and Other Taxes
••••

Effective January 1, 1975, the Venezuelan government increased the statutory income tax rate
applicable to the oil industry from 63½ percent to 72 percent. At the same time, a reduction was made
in the freight premium portion of TEV’s from $1.91 per barrel to $1.14 per barrel. Also, the estimated
tax payments for 1975 were accelerated and require that 96 percent, instead of 90 percent, of the
estimated liability be paid in equal monthly installments beginning February 28, 1975.
In addition, the government established special fiscal treatment which is expected to enable the
company to recover in 1975 a substantial portion of its 1975 capital expenditures and material pur
chases.
• • • •

GREAT LAKES DREDGE & DOCK COMPANY
7 Subsequent Events
• • • •

On February 6, 1975, the Supreme Court—Appellate Division of the State of New York, by
unanimous decision, reversed a determination of the State Tax Commission which had held that the
Company was liable for New York State sales and use tax on the purchase or use of dredging
equipment and related consumable supplies subsequent to August 1, 1965, the date of enactment of
the Sales Tax Act. Through December 31, 1974, the Company had accrued $825,666 for these taxes of
which $79,374 and $84,106 applied to 1974 and 1973, respectively; the balance relates to prior years.
This decision will become final within thirty days unless appealed by the State Tax Commission.
WOMETCO ENTERPRISES INC.
Note 11—Events Subsequent to Date of Balance Sheet
In January 1975, the Canadian Government stated it would propose legislation to Parliament
which would disallow income tax deductions for Canadian advertisers on U.S. broadcast stations after
January 1, 1976. Included in the proposal was an exemption for U.S. broadcasting stations in areas
where Canadian stations do not adequately serve advertisers. It is expected that KVOS—T.V., the
Company’s CBS affiliated station, located in Bellingham, Washington, would qualify for this exemp
tion since there are presently not enough television stations in the Vancouver area to satisfy the
demand of the Canadian advertisers. This legislation, if passed in such form, and when operative as to
the Vancouver area, could have an adverse effect on the Company.

70

APPENDIX A
STATEMENT ON AUDITING STANDARDS NO. 1

560

SUBSEQUENT EVENTS

.01 An independent auditor’s report ordinarily is issued in connection with historical finan
cial statements that purport to present financial position at a stated date and results of operations
and changes in financial position for a period ended on that date. However, events or transactions
sometimes occur subsequent to the balance-sheet date, but prior to the issuance of the financial
statements and auditor’s report, that have a material effect on the financial statements and
therefore require adjustment or disclosure in the statements. These occurrences hereinafter are
referred to as “subsequent events.”
.02 Two types of subsequent events require consideration by management and evaluation
by the independent auditor.
.03 The first type consists of those events that provide additional evidence with respect to
conditions that existed at the date of the balance sheet and affect the estimates inherent in the
process of preparing financial statements. All information that becomes available prior to the
issuance of the financial statements should be used by management in its evaluation of the
conditions on which the estimates were based. The financial statements should be adjusted for any
changes in estimates resulting from the use of such evidence.
.04 Identifying events that require adjustment of the financial statements under the criteria
stated above calls for the exercise of judgment and knowledge of the facts and circumstances. F or
example, a loss on an uncollectible trade account receivable as a result of a customer’s deteriorat
ing financial condition leading to bankruptcy subsequent to the balance-sheet date would be
indicative of conditions existing at the balance-sheet date, thereby calling for adjustment of the
financial statements before their issuance. On the other hand, a similar loss resulting from a
customer’s major casualty such as a fire or flood subsequent to the balance-sheet date would not
be indicative of conditions existing at the balance-sheet date and adjustment of the financial
statements would not be appropriate. The settlement of litigation for an amount different from the
liability recorded in the accounts would require adjustment of the financial statements if the
events, such as personal injury or patent infringement, that gave rise to the litigation had taken
place prior to the balance-sheet date.
.05 The second type consists of those events that provide evidence with respect to condi
tions that did not exist at the date of the balance sheet being reported on but arose subsequent to
that date. These events should not result in adjustment of the financial statements.1 Some of these
events, however, may be of such a nature that disclosure of them is required to keep the financial
statements from being misleading. Occasionally such an event may be so significant that disclos
ure can best be made by supplementing the historical financial statements with pro forma financial
data giving effect to the event as if it had occurred on the date of the balance sheet. It may be
desirable to present pro forma statements, usually a balance sheet only, in columnar form on the
face of the historical statements.
1This paragraph is not intended to preclude giving effect in the balance sheet, with appropriate disclosure, to stock
dividends or stock splits or reverse splits consummated after the balance-sheet date but before issuance of the financial
statements.
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.06 Examples of events of the second type that require disclosure in the financial statements
(but should not result in adjustment) are:
a. Sale of a bond or capital stock issue.
b. Purchase of a business.
c. Settlement of litigation when the event giving rise to the claim took place subsequent to
the balance-sheet date.
d. Loss of plant or inventories as a result of fire or flood.
e. Losses on receivables resulting from conditions (such as a customer’s major casualty)
arising subsequent to the balance-sheet date.
.07 Subsequent events affecting the realization of assets such as receivables and inventories
or the settlement of estimated liabilities ordinarily will require adjustment of the financial state
ments (see paragraph .03) because such events typically represent the culmination of conditions
that existed over a relatively long period of time. Subsequent events such as changes in the
quoted market prices of securities ordinarily should not result in adjustment of the financial
statements (see paragraph .05) because such changes typically reflect a concurrent evaluation of
new conditions.
.08 When financial statements are reissued, for example, in reports filed with the Securities
and Exchange Commission or other regulatory agencies, events that require disclosure in the
reissued financial statements to keep them from being misleading may have occurred subsequent
to the original issuance of the financial statements. Events occurring between the time of original
issuance and reissuance of financial statements should not result in adjustment of the financial
statements1 unless the adjustment meets the criteria for the correction of an error or the criteria
for prior period adjustments set forth in Opinions of the Accounting Principles Board. Similarly,
financial statements reissued in comparative form with financial statements of subsequent periods
should not be adjusted for events occurring subsequent to the original issuance unless the adjust
ment meets the criteria stated above.
.09 Occasionally, a subsequent event of the second type has such a material impact on the
entity that the auditor may wish to include in his report an explanatory paragraph directing the
reader’s attention to the event and its effects. (See section 545.03.)

Auditing Procedures in the Subsequent Period
.10 There is a period after the balance-sheet date with which the auditor must be concerned
in completing various phases of his examination. This period is known as the “subsequent period”
and is considered to extend to the date of the auditor’s report. Its duration will depend upon the
practical requirements of each examination and may vary from a relatively short period to one of
several months. Also, all auditing procedures are not carried out at the same time and some
phases of an examination will be performed during the subsequent period, whereas other phases
will be substantially completed on or before the balance-sheet date. As an audit approaches
completion, the auditor will be concentrating on the unresolved auditing and reporting matters
and he is not expected to be conducting a continuing review of those matters to which he has
previously applied auditing procedures and reached satisfaction.
.11 Certain specific procedures are applied to transactions occurring after the balance-sheet
date such as (a) the examination of data to assure that proper cutoffs have been made and (b) the
examination of data which provide information to aid the auditor in his evaluation of the assets and
liabilities as of the balance-sheet date.

1However, see paragraph .05 as to the desirability of presenting pro forma financial statements to supplement the
historical financial statements in certain circumstances.
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.12 In addition, the independent auditor should perform other auditing procedures with
respect to the period after the balance-sheet date for the purpose of ascertaining the occurrence of
subsequent events that may require adjustment or disclosure essential to a fair presentation of
the financial statements in conformity with generally accepted accounting principles. These pro
cedures should be performed at or near the completion of the field work. The auditor generally
should:
a. Read the latest available interim financial statements; compare them with the financial
statements being reported upon; and make any other comparisons considered appropriate
in the circumstances. In order to make these procedures as meaningful as possible for the
purpose expressed above, the auditor should inquire of officers and other executives
having responsibility for financial and accounting matters as to whether the interim
statements have been prepared on the same basis as that used for the statements under
examination.
b. Inquire of and discuss with officers and other executives having responsibility for finan
cial and accounting matters (limited where appropriate to major locations) as to:
(i) Whether any substantial contingent liabilities or commitments existed at the date of
the balance sheet being reported on or at the date of inquiry.
(ii) Whether there was any significant change in the capital stock, long-term debt, or
working capital to the date of inquiry.
(iii) The current status of items, in the financial statements being reported on, that were
accounted for on the basis of tentative, preliminary, or inconclusive data.
(iv) Whether any unusual adjustments had been made during the period from the
balance-sheet date to the date of inquiry.
c. Read the available minutes of meetings of stockholders, directors, and appropriate com
mittees; as to meetings for which minutes are not available, inquire about matters dealt
with at such meetings.
d. Obtain from legal counsel a description and evaluation of any litigation, impending litiga
tion, claims, and contingent liabilities of which he has knowledge that existed at the date
of the balance sheet being reported on, together with a description and evaluation of any
additional matters of such nature coming to his attention up to the date the information is
furnished.
e. Obtain a letter of representations, dated as of the date of the auditor’s report, from
appropriate officials, generally the chief executive officer and chief financial officer, as to
whether any events occurred subsequent to the date of the financial statements being
reported on by the independent auditor that in the officer’s opinion would require adjust
ment or disclosure in these statements. The auditor may elect to have the client include
representations as to significant matters disclosed to the auditor in his performance of the
procedures in subparagraphs (a) to (d) above and (f) below.
f. Make such additional inquiries or perform such procedures as he considers necessary and
appropriate to dispose of questions that arise in carrying out the foregoing procedures,
inquiries, and discussions.
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APPENDIX B
STATEMENT ON AUDITING STANDARDS NO. 1

530

DATING OF THE INDEPENDENT AUDITOR S REPORT

.01 Generally, the date of completion of the field work should be used as the date of the
independent auditor’s report. Paragraph .05 describes the procedure to be followed when a
subsequent event occurring after the completion of the field work is disclosed in the financial
statements.
.02 The auditor has no responsibility to make any inquiry or carry out any auditing proce
dures for the period after the date of his report.1 However, with respect to filings under the
Securities Act of 1933, reference should be made to section 710.08-.11.

Events Occurring After Completion of Field Work But Before Issuance of Report
.03 In case a subsequent event of the type requiring adjustment of the financial statements
(as discussed in section 560.03) occurs after the date of the independent auditor’s report but before
its issuance, and the event comes to the attention of the auditor, the financial statements should
be adjusted or the auditor should qualify his opinion.2 When the adjustment is made without
disclosure of the event, the report ordinarily should be dated in accordance with paragraph .01.
However, if the financial statements are adjusted and disclosure of the event is made, or if no
adjustment is made and the auditor qualifies his opinion,3 the procedures set forth in paragraph
.05 should be followed.
.04 In case a subsequent event of the type requiring disclosure (as discussed in section
560.05) occurs after the date of the auditor’s report but before issuance of his report, and the event
comes to the attention of the auditor, it should be disclosed in a note to the financial statements or
the auditor should qualify his opinion.4 If disclosure of the event is made, either in a note or in the
auditor’s report, the auditor would date his report as set forth in the following paragraph.
.05 The independent auditor has two methods available for dating his report when a subse
quent event disclosed in the financial statements occurs after completion of his field work but
before issuance of his report. He may use “dual dating,” for example, “February 16, 19.......,
except for N o te ......... as to which the date is March 1, 19........ ,” or he may date his report as of the
later date. In the former instance, his responsibility for events occurring subsequent to the
completion of his field work is limited to the specific event referred to in the note (or otherwise
disclosed). In the latter instance, the independent auditor’s responsibility for subsequent events
extends to the date of his report and, accordingly, the procedures outlined in section 560.12
generally should be extended to that date.
1See section 561 regarding procedures to be followed by the auditor who, subsequent to the date of his report upon
audited financial statements, becomes aware that facts may have existed at that date which might have affected his report
had he then been aware of such facts.
2In some cases, a disclaimer of opinion or an adverse opinion may be appropriate.
3Ibid.
4Ibid.
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Reissuance of the Independent Auditor’s Report
.06 An independent auditor may reissue his report on financial statements contained in
annual reports filed with the Securities and Exchange Commission or other regulatory agencies or
in a long-form report subsequent to the date on which his report on the financial statements
included therein was first issued. An independent auditor may also be requested by his client to
furnish additional copies of a previously issued report. Use of the original report date in a reissued
report removes any implication that records, transactions, or events after that date have been
examined or reviewed. In such cases, the independent auditor has no responsibility to make
further investigation or inquiry as to events which may have occurred during the period between
the original report date and the date of the release of additional reports. However, see section
710.03 and section 710.08-.11 as to an auditor’s responsibility when his report is included in a
registration statement filed under the Securities Act of 1933.
.07 In some cases, it may not be desirable for the independent auditor to reissue his report
in the circumstances described in paragraph .06 because he has become aware of an event that
occurred subsequent to the date of his original report that requires adjustment or disclosure in the
financial statements. In such cases, adjustment with disclosure or disclosure alone should be made
as described in section 560.08. The independent auditor should consider the effect of these matters
on his opinion and he should date his report in accordance with the procedures described in
paragraph .05.
.08 However, if an event of the type requiring disclosure only (as discussed in sections
560.05 and 560.08) occurs between the date of the independent auditor’s original report and the
date of the reissuance of such report, and if the event comes to the attention of the independent
auditor, the event may be disclosed in a separate note to the financial statements captioned
somewhat as follows:
Event (Unaudited) Subsequent to the Date of the
Report of Independent Auditor.
Under these circumstances, the report of the independent auditor would carry the same date used
in the original report.
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